NEW ISSUE—Full Book-Entry Ratings: See “RATINGS” herein.

In the opinion of Bond Counsel, interest on the 2003 Bonds will be excluded from gross income subject to federal income taxation pursuant to the Internal Revenue
Code of 1986, as amended, subject to certain conditions and assumptions described herein under “TAX EXEMPTION.” The 2003 Bonds are not
private activity bonds. Interest on the 2003 Bonds is included in the computation of certain federal taxes on corporations.

PUBLIC UTILITY DISTRICT NO. 1 OF
LEWIS COUNTY, WASHINGTON
Cowlitz Falls Hydroelectric Project
Revenue Refunding Bonds, Series 2003
$146,210,000

Dated: Date of Delivery Due: October 1, as shown below

Public Utility District No. 1 of Lewis County, Washington (the “District”) will issue its Cowlitz Falls Hydroelectric Project Revenue Refunding Bonds, Series 2003 (the “2003
Bonds”) as fully registered bonds under a book-entry-only system, initially registered in the name of Cede & Co. (the “Registered Owner”), as nominee for The Depository Trust
Company, New York, New York (“DTC”). DTC will act as securities depository for the 2003 Bonds. Individual purchases of the 2003 Bonds will be made in the principal
amount of $5,000 or any integral multiple thereof within a single maturity. Purchasers of the 2003 Bonds (the “Beneficial Owners™) will not receive certificates representing
their interest in the 2003 Bonds. Principal and interest are payable by the Trustee, currently U.S. Bank National Association, Portland, Oregon (the “Registrar”).

Principal is payable as set forth below. Interest on the 2003 Bonds is payable on October 1, 2003, and semiannually thereafter on each April 1 and October 1 to maturity or
earlier redemption, by the Bond Registrar to DTC, which in turn is obligated to remit principal and interest to its broker-dealer participants for subsequent disbursement to
Beneficial Owners of the 2003 Bonds. See APPENDIX D — “BOOK-ENTRY SYSTEM.”

The 2003 Bonds are subject to redemption prior to their stated maturities. See “DESCRIPTION OF THE 2003 BONDS — Redemption.”
MATURITIES, AMOUNTS, INTEREST RATES AND YIELDS

Year Interest Year Interest

(October 1) Amount Rate Yield CUSIP No. (October 1) Amount Rate Yield CUSIP No.
2005 $ 3,700,000 5.00% 1.65% 527839BR4 2015 $ 7,190,000 5.00% 3.67¢% 527839CBS8
2006 4,700,000 5.00 1.86 527839BS2 2016 7,545,0001 5.00 3.826 527839CC6
2007 1,880,000 5.00 2.19 527839BT0 2017 7,930,000 5.00 3.92¢ 527839CD4
2007 3,050,000* 2.75 2.09 527839CM4 2018 8,325,0001 5.00 4.04 527839CE2
2008 5,110,000* 5.00 2.40 527839BU7 2019 8,740,0001 5.00 4.14 527839CF9
2009 5,360,000 5.00 2.66 527839BV5 2020 9,175,000% 5.00 423 527839CG7
2010 5,630,000%* 5.00 2.97 527839BW3 2021 9,635,0001 5.00 430e 527839CH5
2011 5,915,000%* 5.00 3.18 527839BX1 2022 10,120,000+ 5.00 437« 527839CJ1
2012 6,215,000 5.00 3.32 527839BY9 2023 11,035,000+ 5.00 4424 527839CK8
2013 6,520,000 5.00 3.35 527839BZ6 2024 11,585,000+ 4.625 4.55 527839CL6
2014 6,850,000 5.00 349« 527839CA0

v, L . *  Insured by XL Capital Assurance Inc.
t  Insured by MBIA Insurance Corporation M BIA
)AL CAP]TAL ASSURANCE #  Priced to the par call date of October 1, 2013
The 2003 Bonds are being issued to refund the Cowlitz Falls Hydroelectric Project Revenue Bonds, Series 1991 (the “1991 Bonds”) issued for the purpose of financing the
construction of the Cowlitz Falls Hydroelectric Project (the “Project” or “Cowlitz Falls Project”), a hydroelectric facility located on the Cowlitz River in Lewis County,

Washington, to refund the Cowlitz Falls Hydroelectric Project Revenue Refunding Bonds, Series 1993 (the “1993 Bonds™) issued for the purpose of refunding a portion of the
1991 Bonds, and to pay costs of issuance of the 2003 Bonds. See “PURPOSE OF THE 2003 BONDS AND APPLICATION OF THE 2003 BOND PROCEEDS.”

The United States of America, Department of Energy, acting by and through the Administrator of the

BONNEVILLE POWER ADMINISTRATION

(“Bonneville”), has entered into a Power Purchase Contract with the District and a Payment Agreement with the Trustee. Pursuant to the Power Purchase Contract, all of the
output of the Project through June 30, 2032 has been sold to Bonneville and Bonneville is obligated to pay all Project Power Costs (as defined in the Power Purchase Contract),
including debt service on the 2003 Bonds, whether or not the Project is terminated, operating or operable. Bonneville is further obligated pursuant to the Payment Agreement to
pay debt service on the 2003 Bonds if it does not make such payments under the Power Purchase Contract. See APPENDIX E — “SUMMARY OF THE POWER PURCHASE
CONTRACT AND THE PAYMENT AGREEMENT.” Bonneville’s payments under the Power Purchase Contract and the Payment Agreement may be made solely from the
Bonneville Fund as described herein. Such obligations are not, nor shall they be construed to be, general obligations of the United States of America nor are such obligations
intended to be or are they secured by the full faith and credit of the United States of America.

Payment of the principal of and interest on $3,050,000 of the 2003 Bonds maturing in 2007 and the 2003 Bonds maturing in 2008 through 2012 will be insured by a municipal
bond insurance policy to be issued by XL Capital Assurance Inc. simultaneously with the delivery of the 2003 Bonds.

Payment of the principal of and interest on the 2003 Bonds maturing in 2013 through 2024 will be insured by a municipal bond insurance policy to be issued by MBIA
Insurance Corporation simultaneously with the delivery of the 2003 Bonds.

The 2003 Bonds are special limited obligations of the District payable from the revenues derived from the Cowlitz Falls Project, and are not obligations of the State of
‘Washington or of any political subdivision thereof, other than the District. The 2003 Bonds do not constitute a general obligation of the District or a charge upon any
general fund or upon any money or property of the District, including the District’s Electric System, except the Cowlitz Falls Revenues, as described herein, and
money in certain funds and accounts held under the Bond Resolution.

This cover page is not intended to be a summary of the terms of, or security for, the 2003 Bonds. Investors are advised to read the entire Official Statement to obtain information
essential to making an informed investment decision.

The 2003 Bonds are offered for delivery when, as and if issued and received by the Underwriters, subject to prior sale, to withdrawal or modification of the offer
without notice, and to the approval of legality by Preston Gates & Ellis LLP, Bond Counsel, Seattle, Washington. Certain legal matters will be passed
upon for the Underwriters by their counsel, Foster Pepper & Shefelman, PLLC and for Bonneville by its General Counsel and
its Special Counsel, Orrick, Herrington & Sutcliffe LLP. It is expected that the 2003 Bonds will be delivered
on or about July 16, 2003 at the facilities of DTC in New York, New York, or to the Bond Registrar
on behalf of DTC by Fast Automated Securities Transfer.

CITIGROUP SEATTLE-NORTHWEST SECURITIES CORPORATION

Dated: June 19, 2003
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NO DEALER, BROKER, SALESPERSON OR OTHER PERSON HAS BEEN AUTHORIZED BY THE DISTRICT OR
THE UNDERWRITERS TO GIVE ANY INFORMATION OR TO MAKE ANY REPRESENTATIONS OTHER THAN
THOSE CONTAINED IN THIS OFFICIAL STATEMENT AND, IF GIVEN OR MADE, SUCH OTHER
INFORMATION OR REPRESENTATIONS MUST NOT BE RELIED UPON AS HAVING BEEN AUTHORIZED BY
ANY OF THE FOREGOING. THIS OFFICIAL STATEMENT, WHICH INCLUDES THE COVER PAGE AND
APPENDICES, DOES NOT CONSTITUTE AN OFFER TO SELL OR THE SOLICITATION OF AN OFFER TO BUY,
NOR SHALL THERE BE ANY SALE OF THE 2003 BONDS BY ANY PERSON IN ANY JURISDICTION IN WHICH
IT IS UNLAWFUL FOR SUCH PERSON TO MAKE SUCH OFFER, SOLICITATION OR SALE.

THE INFORMATION SET FORTH HEREIN HAS BEEN OBTAINED FROM THE DISTRICT AND BONNEVILLE
AND CONTAINS INFORMATION FROM OTHER SOURCES WHICH ARE BELIEVED TO BE RELIABLE, BUT IT
IS NOT GUARANTEED AS TO ACCURACY OR COMPLETENESS AND IS NOT TO BE CONSTRUED AS A
REPRESENTATION BY THE UNDERWRITERS. THE UNDERWRITERS HAVE REVIEWED THE
INFORMATION IN THIS OFFICIAL STATEMENT IN ACCORDANCE WITH, AND AS PART OF, THEIR
RESPONSIBILITIES TO INVESTORS UNDER THE FEDERAL SECURITIES LAWS AS APPLIED TO THE FACTS
AND CIRCUMSTANCES OF THIS TRANSACTION, BUT THE UNDERWRITERS DO NOT GUARANTEE THE
ACCURACY OR COMPLETENESS OF SUCH INFORMATION. THE INFORMATION HEREIN IS SUBJECT TO
CHANGE WITHOUT NOTICE AND NEITHER THE DELIVERY OF THIS OFFICIAL STATEMENT NOR ANY
SALE MADE HEREUNDER SHALL, UNDER ANY CIRCUMSTANCES, CREATE ANY IMPLICATION THAT
THERE HAS BEEN NO CHANGE IN THE AFFAIRS OF THE DISTRICT OR BONNEVILLE SINCE THE DATE
HEREOF.

IN CONNECTION WITH THE OFFERING OF THE 2003 BONDS, THE UNDERWRITERS MAY OVER ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF SUCH 2003 BONDS AT
LEVELS ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING,
IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THE ACHIEVEMENT OF CERTAIN RESULTS IN THIS OFFICIAL STATEMENT OR OTHER EXPECTATIONS
CONTAINED IN FORWARD-LOOKING STATEMENTS INVOLVES KNOWN AND UNKNOWN RISKS,
UNCERTAINTIES AND OTHER FACTORS WHICH MAY CAUSE ACTUAL RESULTS, PERFORMANCE OR
ACHIEVEMENTS DESCRIBED TO BE MATERIALLY DIFFERENT FROM ANY FUTURE RESULTS,
PERFORMANCE OR ACHIEVEMENTS EXPRESSED OR IMPLIED BY SUCH FORWARD-LOOKING
STATEMENTS. THE DISTRICT AND BONNEVILLE DO NOT PLAN TO ISSUE ANY UPDATES OR REVISIONS
TO THOSE FORWARD-LOOKING STATEMENTS IF OR WHEN THEIR EXPECTATIONS OR EVENTS,
CONDITIONS OR CIRCUMSTANCES ON WHICH SUCH STATEMENTS ARE BASED OCCUR.
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PUBLIC UTILITY DISTRICT NO. 1
OF LEWIS COUNTY, WASHINGTON

OFFICIAL STATEMENT

$146,210,000
COWLITZ FALLS HYDROELECTRIC PROJECT
REVENUE REFUNDING BONDS, SERIES 2003

INTRODUCTORY STATEMENT

The purpose of this Official Statement, including its appendices, is to provide information concerning the Public
Utility District No. 1 of Lewis County, Washington (the “District”) Cowlitz Falls Hydroelectric Project Revenue
Refunding Bonds, Series 2003 (the “2003 Bonds”). The 2003 Bonds will be issued pursuant to (1) Resolution
No. 2245 approved June 19, 2003 (the “Bond Resolution”) authorizing the issuance of the 2003 Bonds for purposes
of refunding the outstanding Cowlitz Falls Hydroelectric Project Revenue Bonds, Series 1991 (the “1991 Bonds™)
and Cowlitz Falls Hydroelectric Project Revenue Refunding Bonds, Series 1993 (the “1993 Bonds”) (collectively
the “Refunded Bonds”) and (2) Title 54 RCW and chapter 39.53 RCW. Unless otherwise specifically defined,
certain capitalized terms used in this Official Statement have the meanings given to such terms in the Bond
Resolution. See APPENDIX B — “SUMMARY OF THE BOND RESOLUTION — Certain Definitions Used in
the Bond Resolution.”

The proceeds of the 2003 Bonds will be used to provide funds necessary to refund the 1991 Bonds and the 1993
Bonds and to pay the costs of issuance of the 2003 Bonds. See “PURPOSE OF THE 2003 BONDS AND
APPLICATION OF THE 2003 BOND PROCEEDS.”

In 1991, Bonneville Power Administration (“Bonneville”) entered into a Power Purchase Contract with the District
under which Bonneville is acquiring all of the output of the Project through June 30, 2032 (the “Power Purchase
Contact”). Pursuant to the Power Purchase Contract, Bonneville is obligated to pay all Project Power Costs (as
defined in the Power Purchase Contract), including debt service on the 2003 Bonds, whether or not the Cowlitz Falls
Project is terminated, operating or operable. Bonneville also entered into a Payment Agreement with the Trustee in
1991 under which Bonneville is further obligated to pay debt service on the 2003 Bonds if it does not make such
payments under the Power Purchase Contract. The Power Purchase Contract and the Payment Agreement are
referred to as the “Bonneville Agreements.” See APPENDIX E — “SUMMARY OF THE POWER PURCHASE
CONTRACT AND THE PAYMENT AGREEMENT.”

Bonneville was created by Federal law in 1937 to market electric power from the Bonneville Dam and to construct
facilities necessary to transmit such power. Today, Bonneville markets electric power from 30 federally-owned
hydroelectric projects, most of which are located in the Columbia River Basin and all of which are constructed and
operated by the United States Army Corps of Engineers (the “Corps™) or the United States Bureau of Reclamation
(the “Bureau”), and from several non-federally owned projects. Bonneville sells and exchanges power under
contracts with over 100 utilities in the Pacific Northwest and Pacific Southwest and with several industrial
customers. It also owns and operates a high voltage transmission system comprising approximately 75% of the bulk
transmission capacity in the Pacific Northwest. See “THE BONNEVILLE POWER ADMINISTRATION.”

Bonneville’s primary customer service area is the Pacific Northwest region, an area comprised of Oregon,
Washington, Idaho, western Montana and small portions of California, Nevada, Utah and Wyoming (sometimes
referred to herein as the “Pacific Northwest,” the “Northwest,” the “Region,” or “Regional”). Bonneville estimates
that this 300,000 square mile service area has a population of approximately ten million people. Electric power sold
by Bonneville accounts for about 45% of the electric power consumed within the Region. Bonneville also exports
power that is surplus to the needs of the Region to the Pacific Southwest, primarily to California.

Bonneville is one of four regional Federal power marketing agencies within the DOE. Bonneville is required by law
to meet certain energy requirements in the Region and is authorized to acquire power resources, to implement



conservation measures and to take other actions to enable it to carry out its purposes. Bonneville is also required by
law to operate and maintain its transmission system and to provide transmission service to eligible customers and to
undertake certain other programs, such as fish and wildlife protection, mitigation and enhancement.

The District is a municipal corporation under the constitution and laws of the State of Washington. The District was
organized in 1936 pursuant to a general election and commenced operation in 1939. The District has its
administrative offices in Chehalis, Washington and is governed by a three-member Board of Commissioners. In
addition to the Cowlitz Falls Project, the District also owns and operates an electric distribution system (the
“Electric System”), which is financed and accounted for separately from the Cowlitz Falls Project. The Electric
System serves substantially all of Lewis County, Washington, except the City of Centralia. See “THE DISTRICT.”

This Official Statement includes summaries of the terms of the 2003 Bonds, the Bond Resolution, and the
Bonneville Agreements. The summaries of and references to all documents, statutes, reports and other instruments
referred to herein do not purport to be complete, comprehensive or definitive, and each such summary and reference
is qualified in its entirety by reference to each such document, statute, report or instrument.

This introduction is qualified in its entirety by reference to the entire Official Statement and a full review of the
Official Statement should be made by potential investors. This Official Statement speaks only as of its date and the
information contained in it is subject to change.

PURPOSE OF THE 2003 BONDS AND APPLICATION OF THE 2003 BOND PROCEEDS
PURPOSE OF THE 2003 BONDS

Proceeds of the 2003 Bonds will be used to refund the outstanding 1991 Bonds and 1993 Bonds in order to effect a
debt service savings and to pay the costs of issuance of the 2003 Bonds. To accomplish this refunding, proceeds of
the 2003 Bonds will be used to provide the payment of principal and interest on all of the outstanding $24,685,000
of the 1991 Bonds and $138,530,000 of the 1993 Bonds (together, the “Refunded Bonds”). The 1991 Bonds shall
be called for redemption at a price of 100% approximately 30 days from closing of the 2003 Bonds and the 1993
Bonds shall be called for redemption at a price of 102% on October 1, 2003.

Proceeds of sale of the 2003 Bonds shall be credited to the Refunding Account, which is to be drawn upon for the
sole purpose of paying the principal of and interest on the Refunded Bonds on their respective dates of redemption
and of paying costs related to the refunding of the Refunded Bonds. Money in the Refunding Account shall be used
immediately upon receipt to defease the Refunded Bonds and to pay costs of issuance of the 2003 Bonds.

The District shall defease the Refunded Bonds and discharge such obligations by the use of money in the Refunding
Account to purchase certain Government Obligations (referred to as “Acquired Obligations”), bearing such interest
and maturing as to principal and interest in such amounts and at such times which, together with any necessary
beginning cash balance, will provide payment of: (1) interest on the Refunded Bonds due and payable on their
respective redemption dates and (2) the redemption price of (100% or 102%, as applicable) of the principal amount
of the Refunded Bonds as provided herein.

VERIFICATION OF MATHEMATICAL CALCULATIONS

The accuracy of (1) the mathematical computations as to the adequacy of the principal of and interest on the
Acquired Obligations to be purchased and held by U.S. Bank National Association (the “Escrow Agent”) to pay the
redemption price of and interest on the Refunded Bonds as described above, and (2) the mathematical computations
supporting the conclusion of Bond Counsel that the 2003 Bonds are not “arbitrage bonds” under Section 148 of the
Internal Revenue Code of 1986, as amended, will be verified by Grant Thornton LLP, a firm of independent
certified public accountants.

2-



SECURITY FOR THE 2003 BONDS
PLEDGE OF COWLITZ FALLS REVENUES

The 2003 Bonds are special limited obligations of the District payable from and secured solely by a lien and charge
on (i) the proceeds of the sale of the 2003 Bonds to the extent held in the funds established under the Bond
Resolution; (ii) Cowlitz Falls Revenues, which include income, revenues, receipts and profits derived by the District
in connection with the Cowlitz Falls Project, together with the proceeds received by the District directly or indirectly
from the sale, lease or other disposition of any of the properties, rights or facilities of the Project and certain other
money, including amounts paid by Bonneville under the Power Purchase Contract, exclusive of any payments under
the Payment Agreement, certain insurance proceeds, and income pledged to the defeasance of specific revenue
bonds (see Appendix B— “SUMMARY OF THE BOND RESOLUTION — Certain Definitions Used in the Bond
Resolution” for the complete definition of Cowlitz Falls Revenues); and (iii) the money and assets, if any, credited
to the Revenue Fund, the Bond Fund, any junior lien fund or account created pursuant to the Bond Resolution, in
each case excluding amounts required to be rebated to the federal government. Such items are pledged as security
for the payment of the principal of, redemption premium, if any, and interest on the 2003 Bonds in accordance with
the provisions of the Bond Resolution, subject only to the provisions restricting or permitting the application thereof
for the purposes and on the terms and conditions set forth in the Bond Resolution. The 2003 Bonds are further
secured by payments, if any, made by Bonneville to the Trustee pursuant to the Payment Agreement. Revenues do
not include any payments, if any, made by Bonneville to the Trustee pursuant to the Payment Agreement. THE
COWLITZ FALLS BONDS ARE NOT PAYABLE FROM, OR SECURED BY ANY LIEN ON, OR ANY
INCOME DERIVED BY THE DISTRICT THROUGH THE OWNERSHIP AND OPERATION OF THE
ELECTRIC SYSTEM OR ANY OTHER GENERATION, TRANSMISSION OR DISTRIBUTION FACILITIES
THAT MAY BE PURCHASED, CONSTRUCTED OR OTHERWISE ACQUIRED BY THE DISTRICT AS A
SEPARATE SYSTEM.

The outstanding 2003 Bonds and bonds issued on a parity therewith (the “Additional Bonds”) shall be equally and
ratably payable and secured under the Bond Resolution without priority, except as otherwise expressly provided or
permitted in the Bond Resolution and except as to proceeds of credit enhancements which may be obtained by the
District to assure the repayment of one or more series or maturities within a series.

POWER PURCHASE CONTRACT

The District and Bonneville entered into the Power Purchase Contract to provide for the acquisition, construction,
improvement and operation of the Cowlitz Falls Project and to provide for the sale of the electric power to be
generated by the Cowlitz Falls Project. The original Power Purchase Contract became effective January 28, 1991,
was restated effective May 23, 1991, and terminates on June 30, 2032. See Appendix E — “SUMMARY OF
CERTAIN PROVISIONS OF THE POWER PURCHASE CONTRACT AND THE PAYMENT AGREEMENT”
for a summary of certain of the provisions of the Bonneville Agreements and defined terms used herein.

In the Power Purchase Contract, the District agrees to sell and deliver, and Bonneville agrees to purchase and accept
delivery of, the entire Project output during the Term of the Power Purchase Contract. Bonneville has agreed to pay
during each Operating Year an amount equal to Cowlitz Falls Project Power Costs, including debt service on the
Cowlitz Falls Bonds, whether or not the Project or any part thereof has been completed, terminated, is operating or
operable, or its output is suspended, interrupted, interfered with, reduced or curtailed or terminated in whole or in
part, and such payments shall not be subject to reduction whether by offset or otherwise and shall not be conditioned
upon the performance or nonperformance of any party or for any cause. In accordance with the Bond Resolution
and the Bonneville Agreements, Bonneville shall pay to the Trustee amounts sufficient to pay principal of, premium,
if any, and interest on the Bonds. Such payments shall be made solely from the Bonneville Fund. See “THE
“BONNEVILLE POWER ADMINISTRATION — Bonneville Financial Operations — The Bonneville Fund.” In
the opinion of Bonneville’s General Counsel, the exclusive remedy available for a breach of contract by Bonneville,
including a breach of the Power Purchase Contract, is a judgment for money damages.

Cowlitz Falls Project Power Costs means, with respect to each month, an amount equal to all costs attributable to the
Cowlitz Falls Project, to the extent not paid from the proceeds of Cowlitz Falls Bonds or any other sources, resulting



from the ownership, operation, maintenance and improvement of the Cowlitz Falls Project. The District is not
obligated and does not expect to pay Cowlitz Falls Project Power Costs from Electric System Revenues.

PAYMENT AGREEMENT

If, and to the extent that, Bonneville does not make payments of principal of, interest on, and premium, if any, on the
2003 Bonds under the Power Purchase Contract at the time and in the manner described in the Power Purchase
Contract, Bonneville shall make payments under the Payment Agreement not later than the dates on which such
payments are described by the Power Purchase Contract. To the extent the amounts required to be paid under the
Bond Resolution as principal and interest on the 2003 Bonds will not be available in the Bond Fund to be paid when
due, Bonneville shall make such payments to the Trustee for benefit of the bondholders. Such payments are to be
made only from the Bonneville Fund as described herein or from such other fund as shall now or hereafter become
lawfully available for such purposes. See “SOURCE OF BONNEVILLE’S PAYMENTS: THE BONNEVILLE
FUND.” Bonneville agrees in the Payment Agreement that its obligations and the rights of the Trustee and the
bondowners under the Payment Agreement shall not be terminated, impaired, or otherwise affected by any action
taken, or not taken, by the District, the Trustee, any bondowner or any other party. The Payment Agreement
remains in full force and effect whether or not the Project or any part thereof has been completed, terminated, is
operating or operable or its output is suspended, interrupted, interfered with, reduced or curtailed or terminated in
whole or in part. The Trustee has the authority to enforce the provisions of the Payment Agreement and to protect
the interest of the bondowners in the manner provided by law. In the opinion of Bonneville’s General Counsel, the
exclusive remedy available for a breach of contract by Bonneville, including a breach of the Payment Agreement, is
a judgment of money damages. The Payment Agreement remains in full force and effect without impairment of any
of Bonneville’s obligations until the date on which all Bonds and Additional Bonds have been paid or defeased in
accordance with the Bond Resolution. See APPENDIX E — “SUMMARY OF THE POWER PURCHASE
CONTRACT AND THE PAYMENT AGREEMENT.”

SOURCE OF BONNEVILLE’S PAYMENTS: THE BONNEVILLE FUND

Payments by Bonneville under the Bonneville Agreements are to be made from the Bonneville Fund, into which
flow all of Bonneville’s receipts, collections and other recoveries of Bonneville in cash from all sources, subject to
the limitations on the use of such Fund. Bonneville’s payment obligations under the Bonneville Agreements are
not, nor shall they be construed to be, general obligations of the United States Government nor are such
obligations intended to be or are they secured by the full faith and credit of the United States of America.

The Bonneville Fund is a continuing appropriation available exclusively to Bonneville for the purpose of making
cash payments to cover Bonneville’s expenses. All receipts, collections and recoveries of Bonneville in cash from
all sources are deposited in the Bonneville Fund. For a more compete discussion of the Bonneville Fund, see
“BONNEVILLE POWER ADMINISTRATION — Bonneville Financial Operations — The Bonneville Fund.”

Bonneville may make expenditures from the Bonneville Fund, which expenditures shall have been included in
Bonneville’s annual budget submitted to Congress without further appropriation and without fiscal year limitation
but subject to such specific directives or limitations as may be included in appropriations acts, for any purpose
necessary or appropriate to carry out the duties imposed upon Bonneville pursuant to law.

Bonneville is required to make certain annual payments to the United States Treasury. These payments are subject
to the availability of net proceeds, which are gross cash receipts remaining in the Bonneville Fund after deducting all
of the costs paid by Bonneville to operate and maintain the Federal System, other than those used to make payments
to the United States Treasury for: (i) the repayment of the Federal investment in certain transmission facilities and
the power generating facilities at federally-owned hydroelectric projects in the Pacific Northwest; (ii) debt service
on bonds issued by Bonneville and sold to the United States Treasury; (iii) repayments of appropriated amounts to
the Corps and the Bureau for certain costs allocated to power generation at federally-owned hydroelectric projects in
the Pacific Northwest; and (iv) costs allocated to irrigation projects as are required by law to be recovered from
power sales. Bonneville met its fiscal year 2002 payment responsibility to the United States Treasury in full and on
time.
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For various reasons, Bonneville’s revenues from the sale of electric power and other services may vary significantly
from year to year. In order to accommodate such fluctuations in revenues and to assure that Bonneville has
sufficient revenues to pay the costs necessary to maintain and operate the Federal System, all cash payment
obligations of Bonneville, including payments with respect to the 2003 Bonds and other operating and maintenance
expenses, have priority over payments by Bonneville to the United States Treasury. In the opinion of Bonneville’s
General Counsel, under Federal statutes, Bonneville may only make payments to the United States Treasury from
net proceeds; all cash payments of Bonneville, including payments with respect to the 2003 Bonds and other
operating and maintenance expenses, have priority over payments by Bonneville to the United States Treasury for
the costs described in (i) to (iv) in the preceding paragraph.

The requirement to pay the United States Treasury exclusively from net proceeds would result in a deferral of
United States Treasury payments if net proceeds were not sufficient for Bonneville to make its payments in full to
the United States Treasury. Such deferrals could occur in the event that Bonneville were to receive less revenue or
if Bonneville’s costs were higher than expected. Such deferred amounts, plus interest, must be paid by Bonneville
in future years. Bonneville has not deferred such payments since 1983.

Bonneville also has a substantial number of agreements with Preference Customers, as hereinafter described,
pursuant to which Bonneville provides credits against power and transmission purchases made from Bonneville by
such customers. Under these “net billing” agreements, related Bonneville Preference Customers (‘“Participants”)
make payments to two third parties (Energy Northwest and the City of Eugene, Oregon, Water and Electric Board
(“EWEB”)) to meet the costs of several nuclear generating projects. In return, Bonneville provides to the
Participants payment credits against the monthly power and transmission bills issued by Bonneville. Subject to
certain limitations and exceptions, the net billing credits are provided in amounts equivalent to the payments the
Participants make to the third parties. Once the Participants have satisfied their payment obligations to the third
parties in a related net billing agreement contract year, and Bonneville has provided the Participants equivalent
dollar amounts of credits in such year, the Participants resume paying their respective power and transmission bills
directly to Bonneville. The cash payments to Bonneville continue until the next annual billing cycle begins under the
respective net billing agreements, although it is possible that the third parties may reinitiate net billing in a contract
year to cover unexpected costs.

The net billing arrangements have had and are expected to have the effect of reducing Bonneville’s revenues in cash
during early portions of Bonneville’s fiscal year since Bonneville does not realize a substantial amount of payments
in cash from its power and transmission sales to the Participants. As a group, Participants constitute Bonneville’s
largest customer base. The period in a fiscal year during which net billing is operative varies by Participant and
project, but in general depends on the amounts of and rates for power and transmission service purchased from
Bonneville by Participants, and on the costs of the related projects.

For additional descriptions of Bonneville’s substantial net billing arrangements, see “BONNEVILLE POWER
ADMINISTRATION -- Power Business Line — Description of the Generation Resources of the Federal System —
Energy Northwest’s Net Billed Projects — Net Billing Agreements” and “Bonneville’s Financial Operations —
Statement of Net Billing Obligations and Expenditures.”

Because Bonneville’s payments to the United States Treasury may be made only from net proceeds, payments of
other Bonneville costs out of the Bonneville Fund have a priority over its payments to the United States Treasury.
Thus, the order in which Bonneville’s costs are met is as follows: (1) net billed project costs to the extent covered
by net billing credits, (2) cash payments out of the Bonneville Fund to cover all required payments incurred by
Bonneville pursuant to law, including payments by Bonneville under the Bonneville Agreements, but excluding
payments to the United States Treasury and (3) payments to the United States Treasury.

For further information, see “BONNEVILLE FINANCIAL OPERATIONS — Order in Which Bonneville’s Costs
Are Met.” For a discussion of certain proposed and current direct payments by Bonneville for Federal System
operations and maintenance, which payments would reduce the amount of deferrable appropriations obligations
Bonneville would otherwise be responsible to repay, see “BONNEVILLE FINANCIAL OPERATIONS — Direct
Funding of Corps and Bureau Federal System Operations and Maintenance Expense.”



FLOW OF FUNDS

The District has covenanted that so long as any of the Cowlitz Falls Bonds are outstanding and unpaid it will
continue to pay into the Revenue Fund all Cowlitz Falls Revenues, except for payments made directly by Bonneville
to the Trustee pursuant to the Power Purchase Contract or the Payment Agreement (which payments will be
deposited directly into the Bond Fund), and any other money required to be paid into the Revenue Fund pursuant to
the Bond Resolution. So long as any Cowlitz Falls Bonds remain outstanding, the amounts on deposit in the
General Account in the Revenue Fund and the Bond Fund, as applicable, shall be used only for the following
purposes and in the following order of priority:

) to make all payments required to be made into the Interest Account in the Bond Fund;
(i)  to make all payments required to be made into the Principal Account in the Bond Fund;

(iii) to make all payments required to be made into the Reserve Account in the Bond Fund, including
reimbursing the provider for any draws on Qualified Insurance or a Qualified Letter of Credit;

@iv) to pay Operation and Maintenance Costs;
v) to make all payments required to be made into any junior lien fund or account; and

(vi)  to make any payments required to be made into the Reserve and Contingency Account in the
Revenue Fund.

After all of the above payments and credits have been made, amounts remaining in the General Account may be
used for any of the following purposes: (i) for transfer to any other fund or account created under the Bond
Resolution; (ii) for the purchase or redemption of any Cowlitz Falls Bonds; (iii)to pay any subordinated
indebtedness of the Cowlitz Falls Project; (iv) to pay Other Renewal and Replacement Costs; or (v) for any lawful
corporate purpose of the District; provided that during the Term of the Bonneville Agreements all surplus amounts
in the General Account shall be used for the Cowlitz Falls Project as directed by Bonneville.

RESERVE ACCOUNT

A Reserve Fund is established in the Bond Fund in order to provide a reserve for the payment of the principal,
premium, if any, and interest on the 2003 Bonds. The Reserve Account will not be funded for the 2003 Bonds. For
a summary of the Reserve Account, sse APPENDIX B — “SUMMARY OF THE BOND RESOLUTION —
Reserve Account.”

ADDITIONAL BONDS

The District has no current plans to issue any Additional Bonds. The Bond Resolution permits the issuance of
Additional Bonds payable from Cowlitz Falls Revenues on a parity with the 2003 Bonds upon compliance with the
following conditions:

1. That when such Additional Bonds are issued there is no deficiency in the Bond Fund or in any of
the accounts therein and no Event of Default has occurred and is continuing; and

2. There shall be on file a certified copy of the Supplemental Resolution authorizing the issuance of
such Additional Bonds; and

3. Bonneville shall have approved the issuance of the Additional Bonds; and

4. Either (a) debt service on the whole of the Additional Bonds is payable as a Project Power Cost
under the Power Purchase Agreement for at least the term of the Power Purchase Agreement (or the final maturity
date of such Additional Bonds if such maturity date shall occur earlier than the end of such term), or (b) debt service
on the whole of the Additional Bonds is not payable as a Project Power Cost under the Power Purchase Agreement



and that, except for refunding Bonds where there is a debt service savings in each year (as to which no report of the
Consulting Engineer is required), there shall have been delivered to the Trustee and the District a report of a
Consulting Engineer, to the effect that the plan pursuant to which the proceeds of such Bonds are to be expended is
consistent with prudent utility practice and will not adversely materially interfere with the operations of the Cowlitz
Falls Project and that in the opinion of the Consulting Engineer, based on such assumptions as he believes to be
reasonable, such plan will not result in a reduction of Cowlitz Falls Revenues below the amount sufficient for the
payment of Cowlitz Falls Project Power Costs, after crediting against such costs amounts paid from the Reserve and
Contingency Account or from Recovery Payments or other insurance proceeds; and

5. There shall be on file an opinion of Bond Counsel that the Additional Bonds are validly issued and
constitute an enforceable and binding obligation of the District, except as such enforceability may be limited by laws
affecting the rights of creditors or equitable principles.

With the consent of Bonneville, the District may enter into Derivative Products under which its payment obligations
are on a parity with the 2003 Bonds. See APPENDIX B — “SUMMARY OF THE BOND RESOLUTION —
Additional Bonds.”

COVENANTS

For a summary of certain covenants of the District, sse APPENDIX B — “SUMMARY OF THE BOND
RESOLUTION — Covenants.”

DESCRIPTION OF THE 2003 BONDS
DESCRIPTION

The 2003 Bonds will be dated their date of delivery to the initial purchaser thereof and will be issued in the
aggregate principal amount of $146,210,000. The 2003 Bonds will mature on the dates and in the principal amounts
and will bear interest at the respective rates as shown on the cover page of this Official Statement. The 2003 Bonds
will be issued as registered bonds in multiples of $5,000 within a single maturity and will be in a book-entry only
system, initially registered in the name of Cede & Co., as nominee for The Depository Trust Company (“DTC”),
New York, New York. See APPENDIX D — “BOOK-ENTRY SYSTEM.” Interest on the 2003 Bonds will be
paid on October 1, 2003, and semiannually thereafter on each April 1 and October 1 to maturity or prior redemption.
Interest will be calculated on the basis of a 360-day year consisting of twelve 30-day months.

BOND REGISTRAR

The principal of, interest on, and redemption premium of, if any, the 2003 Bonds are payable by the Trustee,
currently U.S. Bank National Association, Portland, Oregon (the “Bond Registrar”). For so long as the 2003 Bonds
remain in a “book-entry only” transfer system, the Bond Registrar will make such payments to DTC, which, in turn,
is obligated to remit such principal and interest to the DTC participants for subsequent disbursement to the
Beneficial Owners of the 2003 Bonds as further described in APPENDIX D — “BOOK-ENTRY SYSTEM.”

The District and Bonneville have appointed U.S. Bank National Association, a national banking association
organized under the laws of the United States, to serve as Trustee. The Trustee is to carry out those duties
assignable to it under the Bond Resolution. Except for the contents of this section, the Trustee has not reviewed or
participated in the preparation of this Official Statement and assumes no responsibility for the contents, accuracy,
fairness or completeness of the information set forth in this Official Statement or for the recitals contained in the
Bond Resolution or the 2003 Bonds, or for the validity, sufficiency, or legal effect of any of such documents.

The Trustee has not evaluated the risks, benefits, or propriety of any investment in the 2003 Bonds and makes no
representation, and has reached no conclusions, regarding the value or condition of any assets or revenues pledged
or assigned as security for the 2003 Bonds, or the investment quality of the 2003 Bonds, about all of which the
Trustee expresses no opinion and expressly disclaims the expertise to evaluate.



Additional information about the Trustee may be found at its website at http://www.usbank.com/corporatetrust. The
U.S. Bank website is not incorporated into this Official Statement by such reference and is not a part hereof.

REDEMPTION

Optional Redemption. The 2003 Bonds maturing on and after October 1, 2014, will be subject to redemption prior
to maturity at the option of the District, with the consent of Bonneville, as a whole at any time or in part on any
interest payment date on or after October 1, 2013 at par plus accrued interest, if any, to the redemption date.

If less than all the 2003 Bonds subject to optional redemption are so called for redemption, the District, with the
consent of Bonneville, shall choose the maturities or sinking fund amounts and years, as applicable, to be redeemed.
If less than all of the 2003 Bonds of an entire maturity are to be redeemed, the 2003 Bonds of such maturity to be
redeemed shall be selected according to the operational arrangements of DTC if the 2003 Bonds are held by DTC or,
if the 2003 Bonds are not held by DTC, by the Bond Registrar randomly; provided, the remaining 2003 Bonds
Outstanding after any redemption must be in authorized denominations.

Partial Redemption. If less than all of the principal amount of any 2003 Bond is redeemed, upon surrender of such
Bond at the principal office of the Bond Registrar, there shall be issued to the registered owner, without charge, for
the then unredeemed balance of the principal amount, a new Bond or Bonds, at the option of the registered owner, of
like maturity and interest rate in any authorized denomination.

Notice of Redemption. Notice of any redemption of 2003 Bonds shall be given by the Bond Registrar on behalf of
the District by first class mail, postage prepaid, not less than 30 days nor more than 60 days before the redemption
date to the registered owners of 2003 Bonds that are to be redeemed at their last addresses shown on the Bond
Register. So long as the 2003 Bonds are in book-entry form, notice of redemption shall be given as provided in the
Letter of Representations. The Bond Registrar shall provide additional notice of redemption (at least 30 days) to
each NRMSIR and SID, if any, and unless the District has revoked a notice of redemption, the District shall transfer
to the Bond Registrar amounts that, in addition to other money, if any, held by the Bond Registrar, will be sufficient
to redeem, on the redemption date, all the Bonds to be redeemed. From the redemption date interest on each Bond
to be redeemed shall cease to accrue.

PURCHASES FOR CANCELLATION

The District has reserved the right to purchase the 2003 Bonds for cancellation at any price with the consent of
Bonneville.

TRANSFER AND REGISTRATION

The registered ownership of any 2003 Bond may be transferred or exchanged, but no transfer of any 2003 Bond
shall be valid unless it is surrendered to the Bond Registrar with the assignment form appearing on such 2003 Bond
duly executed by the Registered Owner or such Registered Owner’s duly authorized agent in a manner satisfactory
to the Bond Registrar. Upon such surrender, the Bond Registrar shall cancel the surrendered 2003 Bond and shall
authenticate and deliver, without charge to the Registered Owner or transferee, a new 2003 Bond (or 2003 Bonds at
the option of the new Registered Owner) of the same date, maturity and interest rate and for the same aggregate
principal amount in any authorized denomination, naming as Registered Owner the person or persons listed as the
assignee on the assignment form appearing on the surrendered 2003 Bond, in exchange for such surrendered and
canceled 2003 Bond. Any 2003 Bond may be surrendered to the Bond Registrar and exchanged, without charge, for
an equal aggregate principal amount of 2003 Bonds of the same date, maturity and interest rate, in any authorized
denomination. The Bond Registrar shall not be obligated to transfer or exchange any 2003 Bond during a period
beginning at the opening of business on the 15th day of the month next preceding any interest payment date and
ending at the close of business on such interest payment date, or, in the case of any proposed redemption of the 2003
Bonds, after the mailing of notice of the call of such 2003 Bonds for redemption.



PROCEDURE IN THE EVENT OF REVISIONS OF BOOK-ENTRY TRANSFER SYSTEM

In the event that (a) DTC or its successor (or substitute depository or its successor) resigns from its functions as
depository, and no substitute depository can be obtained, or (b) the District determines that it is in the best interest of
the beneficial owners of the 2003 Bonds that the 2003 Bonds be provided in certificated form, the ownership of such
2003 Bonds may then be transferred to any person or entity as herein provided, and shall no longer be held in fully
immobilized form. The District shall deliver a written request to the Bond Registrar, together with a supply of
definitive 2003 Bonds in certificated form, to issue 2003 Bonds in any authorized denomination. Upon receipt by
the Bond Registrar of all then outstanding 2003 Bonds, together with a written request on behalf of the District to
the Bond Registrar, new 2003 Bonds shall be issued in the appropriate denominations and registered in the names of
such persons as are provided in such written request. Thereafter, the principal of the 2003 Bonds shall be payable
upon presentment and surrender thereof at the principal office of the Bond Registrar, interest on the 2003 Bonds will
be payable by check or draft mailed to the persons in whose names such 2003 Bonds are registered, at the address
appearing upon the registration books on the 15th day of the month next preceding an interest payment date, and the
2003 Bonds will be transferable as described above; provided, however, if so requested in writing by the Registered
Owner of at least $1,000,000 principal amount of 2003 Bonds, interest will be paid by wire transfer on the due date
to an account with a bank located in the United States.

BOND INSURANCE
XL CAPITAL ASSURANCE INC.

Payment of the principal of and interest on $3,050,000 of the 2003 Bonds maturing in 2007 and the 2003 Bonds
maturing in 2008 through 2012 (the “XLCA-Insured Bonds™) will be insured by a municipal bond insurance policy
to be issued by XL Capital Assurance Inc. simultaneously with the delivery of the 2003 Bonds. The following
information has been supplied by XL Capital Assurance Inc. (“XLCA”) for inclusion in this Official Statement. No
representation is made by the District as to the accuracy or completeness of the information. Reference is made to
Appendix G for a specimen of XLCA’s policy.

XLCA accepts no responsibility for the accuracy or completeness of this Official Statement or any other information
or disclosure contained herein, or omitted herefrom, other than with respect to the accuracy of the information
regarding XLCA and its affiliates set forth under this heading. In addition, XLCA makes no representation
regarding the 2003 Bonds or the advisability of investing in the 2003 Bonds.

General. XLCA is a monoline financial guaranty insurance company incorporated under the laws of the State of
New York. XLCA is currently licensed to do insurance business in, and is subject to the insurance regulation and
supervision by, the State of New York, forty-seven other states, the District of Columbia, Puerto Rico, the U.S.
Virgin Islands and Singapore. XLCA has license applications pending, or intends to file an application, in each of
those states in which it is not currently licensed.

XLCA is an indirect wholly owned subsidiary of XL Capital Ltd, a Cayman Islands corporation (“XL Capital Ltd”).
Through its subsidiaries, XL Capital Ltd is a leading provider of insurance and reinsurance coverages and financial
products to industrial, commercial and professional service firms, insurance companies and other enterprises on a
worldwide basis. The common stock of XL Capital Ltd is publicly traded in the United States and listed on the New
York Stock Exchange (NYSE: XL). XL Capital Ltd is not obligated to pay the debts of or claims against XLCA.

XLCA was formerly known as The London Assurance of America Inc. (“London”), which was incorporated on
July 25, 1991 under the laws of the State of New York. On February 22, 2001, XL Reinsurance America Inc. (“XL
Re”) acquired 100% of the stock of London. XL Re merged its former financial guaranty subsidiary, known as XL
Capital Assurance Inc. (formed September 13, 1999) with and into London, with London as the surviving entity.
London immediately changed its name to XL Capital Assurance Inc. All previous business of London was 100%
reinsured to Royal Indemnity Company, the previous owner at the time of acquisition.

Reinsurance. XLCA has entered into a facultative quota share reinsurance agreement with XL Financial Assurance
Ltd (“XLFA”), an insurance company organized under the laws of Bermuda, and an affiliate of XLCA. Pursuant to
this reinsurance agreement, XLCA expects to cede up to 90% of its business to XLFA. XLCA may also cede



reinsurance to third parties on a transaction-specific basis, which cessions may be any or a combination of quota
share, first loss or excess of loss. Such reinsurance is used by XLCA as a risk management device and to comply
with statutory and rating agency requirements and does not alter or limit XLCA’s obligations under any financial
guaranty insurance policy. With respect to any transaction insured by XLCA, the percentage of risk ceded to XLFA
may be less than 90% depending on certain factors including, without limitation, whether XLCA has obtained third
party reinsurance covering the risk. As a result, there can be no assurance as to the percentage reinsured by XLFA
of any given financial guaranty insurance policy issued by XLCA, including the XLCA Bond Insurance Policy.

Based on the audited financials of XLFA, as of December 31, 2002, XLFA had total assets, liabilities, redeemable
preferred shares and shareholders’ equity of $611,791,000, $245,750,000, $39,000,000 and $327,041,000,
respectively, determined in accordance with generally accepted accounting principles in the United States. XLFA’s
insurance financial strength is rated “Aaa” by Moody’s and “AAA” by S&P and Fitch Inc. In addition, XLFA has
obtained a financial enhancement rating of “AAA” from S&P.

The obligations of XLFA to XLCA under the reinsurance agreement described above are unconditionally
guaranteed by XL Insurance (Bermuda) Ltd (“XLI”), a Bermuda company and one of the world’s leading excess
commercial insurers. XLI is a wholly owned indirect subsidiary of XL Capital Ltd. In addition to having an “A+”
rating from A.M. Best, XLI’s financial strength rating is “Aa2” by Moody’s and “AA” by Standard & Poor’s and
Fitch. The ratings of XLFA and XLI are not recommendations to buy, sell or hold securities, including the XLCA-
Insured Bonds and are subject to revision or withdrawal at any time by Moody’s, Standard & Poor’s or Fitch.

Notwithstanding the capital support provided to XLCA described in this section, the holders of the XLCA-Insured
Bonds will have direct recourse against XLCA only, and neither XLFA nor XLI will be directly liable to the holders
of the XLCA-Insured Bonds.

Financial Strength and Financial Enhancement Ratings of XLCA. XLCA'’s insurance financial strength is rated
“Aaa” by Moody’s and “AAA” by Standard & Poor’s and Fitch, Inc. (“Fitch”). In addition, XLCA has obtained a
financial enhancement rating of “AAA” from Standard & Poor’s. These ratings reflect Moody’s, Standard & Poor’s
and Fitch’s current assessment of XLCA’s creditworthiness and claims-paying ability as well as the reinsurance
arrangement with XLFA described under “Reinsurance” above. The above ratings are not recommendations to buy,
sell or hold securities, including the XLCA-Insured Bonds, and are subject to revision or withdrawal at any time by
Moody’s, Standard & Poor’s or Fitch. Any downward revision or withdrawal of these ratings may have an adverse
effect on the market price of the XLCA-Insured Bonds. XLCA does not guaranty the market price of the XLCA-
Insured Bonds nor does it guaranty that the ratings on the XLCA-Insured Bonds will not be revised or withdrawn.

Capitalization of XLCA. Based on the audited statutory financial statements for XLLCA as of December 31, 2001,
XLCA had total admitted assets of $158,442,157, total liabilities of $48,899,461 and total capital and surplus of
$109,542,696 determined in accordance with statutory accounting practices prescribed or permitted by insurance
regulatory authorities (“SAP”). Based on the unaudited statutory financial statements for XLCA as of December 31,
2002 filed with the State of New York Insurance Department, XLCA has total admitted assets of $180,993,189, total
liabilities of $58,685,217 and total and capital surplus of $122,307,972 determined in accordance with SAP.

For further information concerning XLCA and XLFA, see the financial statements of XLCA and XLFA, and the
notes thereto, incorporated by reference in this Official Statement. The financial statements of XLCA and XLFA
are included as exhibits to the periodic reports filed with the Securities and Exchange Commission (the
“Commission”) by XL Capital Ltd and may be reviewed at the EDGAR website maintained by the Commission.
All financial statements of XLCA and XLFA included in, or as exhibits to, documents filed by XL Capital Ltd
pursuant to Section 13(a), 13(c), 14 or 15(d) of the Securities and Exchange Act of 1934 on or prior to the date of
this Official Statement, or after the date of this Official Statement but prior to termination of the offering of the 2003
Bonds, shall be deemed incorporated by reference in this Official Statement. Except for the financial statements of
XLCA and XLFA, no other information contained in XL Capital Ltd’s reports filed with the Commission is
incorporated by reference. Copies of the statutory quarterly and annual statements filed with the State of New York
Insurance Department by XLCA are available upon request to the State of New York Insurance Department.

Regulation of XLCA. XLCA is regulated by the Superintendent of Insurance of the State of New York. In addition,
XLCA is subject to regulation by the insurance laws and regulations of the other jurisdictions in which it is licensed.
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As a financial guaranty insurance company licensed in the State of New York, XLCA is subject to Article 69 of the
New York Insurance Law, which, among other things, limits the business of each insurer to financial guaranty
insurance and related lines, prescribes minimum standards of solvency, including minimum capital requirements,
establishes contingency, loss and unearned premium reserve requirements, requires the maintenance of minimum
surplus to policyholders and limits the aggregate amount of insurance which may be written and the maximum size
of any single risk exposure which may be assumed. XLCA is also required to file detailed annual financial
statements with the New York Insurance Department and similar supervisory agencies in each of the other
jurisdictions in which it is licensed.

The extent of state insurance regulation and supervision varies by jurisdiction, but New York and most other
jurisdictions have laws and regulations prescribing permitted investments and governing the payment of dividends,
transactions with affiliates, mergers, consolidations, acquisitions or sales of assets and incurrence of liabilities for
borrowings.

THE FINANCIAL GUARANTY INSURANCE POLICIES ISSUED BY XLCA, INCLUDING THE XLCA-
INSURED BONDS INSURANCE POLICY, ARE NOT COVERED BY THE PROPERTY/CASUALTY
INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK INSURANCE LAW.

The principal executive offices of XLCA are located at 1221 Avenue of the Americas, New York, New York 10020
and its telephone number at this address is (212) 478-3400.

MBIA INSURANCE CORPORATION

Payment of the principal of and interest on the 2003 Bonds maturing in 2013 through 2024 (the “MBIA-Insured
Bonds™) will be insured by a municipal bond insurance policy to be issued by MBIA Insurance Corporation
simultaneously with the delivery of the 2003 Bonds. The following information has been furnished by MBIA Insurance
Corporation (“MBIA”) for use in this Official Statement. Reference is made to Appendix H for a specimen of MBIA’s
policy.

MBIA’s policy unconditionally and irrevocably guarantees the full and complete payment required to be made by or
on behalf of the District to the Bond Registrar or its successor of an amount equal to (i) the principal of (either at the
stated maturity or by an advancement of maturity pursuant to a mandatory sinking fund payment) and interest on,
the MBIA-Insured Bonds as such payments shall become due but shall not be so paid (except that in the event of any
acceleration of the due date of such principal by reason of mandatory or optional redemption or acceleration
resulting from default or otherwise, other than any advancement of maturity pursuant to a mandatory sinking fund
payment, the payments guaranteed by MBIA’s policy shall be made in such amounts and at such times as such
payments of principal would have been due had there not been any such acceleration); and (ii) the reimbursement of
any such payment which is subsequently recovered from any owner of the MBIA-Insured Bonds pursuant to a final
judgment by a court of competent jurisdiction that such payment constitutes an avoidable preference to such owner
within the meaning of any applicable bankruptcy law (a “Preference”).

MBIA’s policy does not insure against loss of any prepayment premium which may at any time be payable with
respect to any MBIA-Insured Bonds. MBIA’s policy does not, under any circumstance, insure against loss relating
to: (i) optional or mandatory redemptions (other than mandatory sinking fund redemptions); (ii) any payments to be
made on an accelerated basis; (iii) payments of the purchase price of MBIA-Insured Bonds upon tender by an owner
thereof; or (iv) any Preference relating to (i) through (iii) above. MBIA’s policy also does not insure against
nonpayment of principal of or interest on the MBIA-Insured Bonds resulting from the insolvency, negligence or any
other act or omission of the Bond Registrar or any other paying agent for the MBIA-Insured Bonds.

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or
certified mail, or upon receipt of written notice by registered or certified mail, by MBIA from the Bond Registrar or
any owner of MBIA-Insured Bonds the payment of an insured amount for which is then due, that such required
payment has not been made, MBIA on the due date of such payment or within one business day after receipt of
notice of such nonpayment, whichever is later, will make a deposit of funds, in an account with U.S. Bank Trust
National Association, in New York, New York, or its successor, sufficient for the payment of any such insured
amounts which are then due. Upon presentment and surrender of such MBIA-Insured Bonds or presentment of such
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other proof of ownership of the MBIA-Insured Bonds, together with any appropriate instruments of assignment to
evidence the assignment of the insured amounts due on the MBIA-Insured Bonds as are paid by MBIA, and
appropriate instruments to effect the appointment of MBIA as agent for such owners of the MBIA-Insured Bonds in
any legal proceeding related to payment of insured amounts on the MBIA-Insured Bonds, such instruments being in
a form satisfactory to U.S. Bank Trust National Association, U.S. Bank Trust National Association shall disburse to
such owners or the Bond Registrar payment of the insured amounts due on such MBIA-Insured Bonds, less any
amount held by the Bond Registrar for the payment of such insured amounts and legally available therefor.

MBIA. MBIA is the principal operating subsidiary of MBIA Inc., a New York Stock Exchange listed company (the
“Company”). The Company is not obligated to pay the debts of or claims against MBIA. MBIA is domiciled in the
State of New York and licensed to do business in and subject to regulation under the laws of all 50 states, the
District of Columbia, the Commonwealth of Puerto Rico, the Commonwealth of the Northern Mariana Islands, the
Virgin Islands of the United States and the Territory of Guam. MBIA has three branches, one in the Republic of
France, one in the Republic of Singapore and one in the Kingdom of Spain. New York has laws prescribing
minimum capital requirements, limiting classes and concentrations of investments and requiring the approval of
policy rates and forms. State laws also regulate the amount of both the aggregate and individual risks that may be
insured, the payment of dividends by MBIA, changes in control and transactions among affiliates. Additionally,
MBIA is required to maintain contingency reserves on its liabilities in certain amounts and for certain periods of
time.

MBIA does not accept any responsibility for the accuracy or completeness of this Official Statement or any
information or disclosure contained herein, or omitted herefrom, other than with respect to the accuracy of the
information regarding the policy and MBIA set forth under this subsection heading “MBIA INSURANCE
CORPORATION.” Additionally, MBIA makes no representation regarding the 2003 Bonds or the advisability of
investing in the 2003 Bonds.

The Financial Guarantee Insurance Policies are not covered by the Property/Casualty Insurance Security Fund
specified in Article 76 of the New York Insurance Law.

MBIA Information. The following documents filed by the Company with the Securities and Exchange Commission
(the “SEC”) are incorporated herein by reference:

(1) The Company’s Annual Report on Form 10-K for the year ended December 31, 2002; and
(2) The Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2003.

Any documents filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act of 1934, as
amended, after the date of this Official Statement and prior to the termination of the offering of the MBIA-Insured
Bonds offered hereby shall be deemed to be incorporated by reference in this Official Statement and to be a part
hereof. Any statement contained in a document incorporated or deemed to be incorporated by reference herein, or
contained in this Official Statement, shall be deemed to be modified or superseded for purposes of this Official
Statement to the extent that a statement contained herein or in any other subsequently filed document which also is
or is deemed to be incorporated by reference herein modifies or supersedes such statement. Any such statement so
modified or superseded shall not be deemed, except as so modified or superseded, to constitute a part of this Official
Statement.

The Company files annual, quarterly and special reports, information statements and other information with the SEC
under File No. 1-9583. Copies of the SEC filings (including (1) the Company’s Annual Report on Form 10-K for
the year ended December 31, 2002, and (2) the Company’s Quarterly Report on Form 10-Q for the quarter ended
March 31, 2003), are available (i) over the Internet at the SEC’s web site at http://www.sec.gov; (ii) at the SEC’s
public reference room in Washington D.C.; (iii) over the Internet at the Company’s web site at
http://www.mbia.com; and (iv) at no cost, upon request to MBIA Insurance Corporation, 113 King Street, Armonk,
New York 10504. The telephone number of MBIA is (914) 273-4545.

As of December 31, 2002, MBIA had admitted assets of $9.2 billion (audited), total liabilities of $6.0 billion
(audited), and total capital and surplus of $3.2 billion (audited) determined in accordance with statutory accounting

-12-



practices prescribed or permitted by insurance regulatory authorities. As of March 31, 2003, MBIA had admitted
assets of $9.3 billion (audited), total liabilities of $6.1 billion (audited), and total capital and surplus of $3.2 billion
(audited) determined in accordance with statutory accounting practices prescribed or permitted by insurance
regulatory authorities.

Financial Strength Ratings of MBIA. Moody’s Investors Service rates the financial strength of MBIA “Aaa.”
Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. rates the financial strength of MBIA “AAA.”
Fitch Ratings rates the financial strength of MBIA “AAA.”

Each rating of MBIA should be evaluated independently. The ratings reflect the respective rating agency’s current
assessment of the creditworthiness of MBIA and its ability to pay claims on its policies of insurance. Any further
explanation as to the significance of the above ratings may be obtained only from the applicable rating agency.

The above ratings are not recommendations to buy, sell or hold the MBIA-Insured Bonds, and such ratings may be
subject to revision or withdrawal at any time by the rating agencies. Any downward revision or withdrawal of any
of the above ratings may have an adverse effect on the market price of the MBIA-Insured Bonds. MBIA does not
guaranty the market price of the MBIA-Insured Bonds nor does it guaranty that the ratings on the MBIA-Insured
Bonds will not be revised or withdrawn.

DEBT SERVICE REQUIREMENTS

Upon issuance of the 2003 Bonds and the simultaneous refunding of the 1991 Bonds and the 1993 Bonds, the
District will not have any other debt of the Cowlitz Falls Project. Debt service on the 2003 Bonds is set forth below.

Principal Total Annual
Year Amount Interest* Debt Service*
2003 $ 1,499,673 $ 1,499,673
2004 7,198,431 7,198,431
2005 $ 3,700,000 7,198,431 10,898,431
2006 4,700,000 7,013,431 11,713,431
2007 4,930,000 6,778,431 11,708,431
2008 5,110,000 6,600,556 11,710,556
2009 5,360,000 6,345,056 11,705,056
2010 5,630,000 6,077,056 11,707,056
2011 5,915,000 5,795,556 11,710,556
2012 6,215,000 5,499,806 11,714,806
2013 6,520,000 5,189,056 11,709,056
2014 6,850,000 4,863,056 11,713,056
2015 7,190,000 4,520,556 11,710,556
2016 7,545,000 4,161,056 11,706,056
2017 7,930,000 3,783,806 11,713,806
2018 8,325,000 3,387,306 11,712,306
2019 8,740,000 2,971,056 11,711,056
2020 9,175,000 2,534,056 11,709,056
2021 9,635,000 2,075,306 11,710,306
2022 10,120,000 1,593,556 11,713,556
2023 11,035,000 1,087,556 12,122,556
2024 11,585,000 535,806 12,120,806
TOTALS $ 146,210,000 $ 96,708,604 $ 242,918,604

* Totals may not add due to rounding.
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THE COWLITZ FALLS PROJECT
DESCRIPTION OF THE COWLITZ FALLS PROJECT

The Cowlitz Falls Project was built on the upper Cowlitz River in eastern Lewis County, Washington,
approximately one mile below the confluence of the Cispus River and the Cowlitz River and upstream from the
existing Mayfield and Mossyrock hydroelectric projects owned and operated by the City of Tacoma, Washington.
The dam and power generation facility were completed in 1994. The dam is 140 feet high and spans approximately
700 feet across the Cowlitz River. A reservoir behind the dam has a surface area of approximately 610 acres. The
powerhouse contains two vertical Kaplan-type turbine units connected to two synchronous generators, each with a
rated capacity of approximately 35 megawatts, at an average net head of approximately 87.5 feet. The Cowlitz Falls
Project is operated essentially as a “run-of-river” hydroelectric facility, and daily variations in the water surface
elevation of the reservoir are not expected to exceed two feet under normal operating conditions.

In June 1986, the District was granted a 50-year license by the Federal Energy Regulatory Commission (“FERC”) to
construct and operate the Cowlitz Falls Project. The license expires on June 1, 2036.

COWLITZ FALLS PROJECT OUTPUT

The Cowlitz Falls Project has minimal storage capability. Consequently, it is operated essentially as a “run-of-river”
hydroelectric facility. The amount of energy generated by the Cowlitz Falls Project is affected by a number of
factors, including natural stream flows and FERC requirements. Estimates of expected energy generation at
hydroelectric power projects in the Pacific Northwest for planning purposes are generally based on historical stream
flows which occurred over the longest period for which historical stream flow records are available. Based on a
57-year period (1928 through 1985) of historical stream flow records which the District used for planning purposes,
the annual energy output of the Cowlitz Falls Project would have varied from a low of approximately 136,000
megawatt-hours based on stream flows which occurred in 1941 to a high of approximately 375,000 megawatt-hours
based on stream flows which occurred in 1956. The average annual energy output (including non-firm energy) of
the Cowlitz Falls Project which would have been produced during the 57-year period is approximately 261,000
megawatt-hours.
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COWLITZ FALLS PROJECT ANNUAL COSTS

The following table sets forth the amount of power and cost of power from the Cowlitz Falls Project which was
delivered to Bonneville at the point of delivery in 1999 to 2002 and the 2003 budget information.

Cowlitz Falls Project Output and Annual Cost of Power

($000)
2003
1999 2000 2001 2002 Budget(10)
PROJECT POWER COSTS
Operation and Maintenance Expenses:
Operation(1) § 553 § 672 $§ 591 $§ 520 § 430
Maintenance(1) 552 395 374 234 282
Administrative and General 429 396 386 463 556
Insurance 79 94 79 158 140
Taxes(2) 43 368 110 120 102
Transmission(3) 165 165 165 165 165
Renewals, Replacements and
Repairs(4) 0 0 0 0 0
Subtotal $ 1,821 $ 2,090 $ 1,705 $ 1,660 $ 1,675
Debt Service on Bonds(5) $13,054 $13,052 $13,055 $13,053 $13,053
Less: Interest Earnings(6) 938 923 909 895 850
Net Debt Service $12,116 $12,129 $12,146 $12,158 $12,203
Total Project Power Costs $13,937 $14.219 $13.851 $13.818 $13.878
OTHER TRANSMISSION COSTS(7) $§ 730 $__766 $__740 § 334 $__630
TOTAL ANNUAL COST OF PROJECT
POWER TO BONNEVILLE $14,667 $14,985 $14,591 $14,152 $14,508
Net Energy Output Delivered to
Bonneville (MWh)(8) 324,147 203,495 181,586 230,332 261,000
Average Net Energy Cost (cents/kWh)(9) 4.52 7.36 8.03 6.14 5.56

(1) The District currently is not capitalizing any expenditures and records expenses as incurred.

(2) In 2000 the State of Washington assessed privilege taxes on the generation output. Prior to 2000 privilege
taxes were not accrued, thus a lump sum was paid in 2000 for tax liability for 1999-2000 and taxes accrued
thereafter. This amount also includes other taxes incurred by the Project.

(3) Costs incurred from transmission over the District’s lines pursuant to a contract.

(4) Ordinary Renewals, Replacements and Repairs are considered Operation or Maintenance items as incurred. No
costs are projected to be capitalized in the foreseeable future.

(5) Includes Debt Service on the 1991 and 1993 Bonds, which is paid pursuant to an amortization schedule and
includes principal and interest.

(6) Interest earnings are from funds placed in the reserve account for the 1991 Bonds and the 1993 Bonds
according to bond covenants.

(7) The District’s annual costs of wheeling the Project output from the Glenoma substation to the Bonneville
transmission system. Transmission costs in 2002 were reduced because of a credit for prior over payments.

(8) Annual changes are primarily due to variations in stream-flow.

(9) Average net cost to Bonneville at the point of delivery.

(10) Bonneville and the District recently changed the Cowlitz Falls Project’s operating year to correspond with
Bonneville’s fiscal year. Consequently, the 2003 Budget reflects 14 months. For the purposes of this table,
however, the budget has been revised to reflect 12 months of data. The District’s independent accountants,
Moss Adams LLP, have no association with this table.
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TRANSMISSION OF COWLITZ FALLS PROJECT OUTPUT

Cowlitz Falls Project output is delivered from the Project switchyard to the Bonneville point of delivery over a five
mile 230 kV transmission line from the Project switchyard to the District’s Glenoma substation, then over a 15 mile
230-kV transmission line from the Glenoma substation to an existing switchyard owned by the City of Tacoma
(Mossyrock switchyard) at the Mossyrock Dam site, and finally from the Mossyrock switchyard over existing
transmission facilities of the City of Tacoma to the Bonneville point of delivery, which is located approximately six
miles from the Mossyrock switchyard.

ENVIRONMENTAL ISSUES

The National Marine Fisheries Service (“NMFS”), now known as the National Oceanographic and Atmospheric
Administration — Fisheries (“NOAA Fisheries”), has listed the lower Columbia Chinook salmon and steelhead
trout as threatened under the Endangered Species Act (“ESA”). The Cowlitz River is a tributary of the lower
Columbia River and the Cowlitz Falls Project operates on the Cowlitz. As a result of the Cowlitz Falls Project
operation and the ESA anadromous fish listings, the District has initiated consultation with the FERC and NOAA
Fisheries to evaluate possible ESA impacts on the Project. This consultation is expected to lead toward a permitted
taking of the threatened species for the Project. This process will likely result in certain undetermined costs related
to Project operation and mitigation provisions.

On January 14, 2000, American Rivers, Trout Unlimited and Friends of the Cowlitz filed a Notice of Intent to Sue
for Violations of the ESA. The Notice claims the FERC, Bonneville and the District are violating the ESA by
continued operation of the Cowlitz Falls Project. American Rivers indicates that unless Bonneville and FERC
initiate consultation under Section 7 of the ESA with NOAA Fisheries regarding the impact of the Project on listed
species and unless immediate action is taken to bring the Project into compliance, they will file suit against the
FERC, Bonneville and the District. Should American Rivers file suit, and should a reviewing court find that the
Project is not operated in compliance with the ESA, it is possible that additional mitigation measures could be
required by NOAA Fisheries. Such measures could increase the cost of the Project. As described above, the
District has initiated consultation with FERC and NOAA Fisheries.

THE DISTRICT
GENERAL

Public Utility District No. 1 of Lewis County is a municipal corporation of the State of Washington. The District
was organized in 1936 pursuant to a general election in accordance with Title 54 RCW and commenced its
operations in 1939. The District’s service territory is comprised of approximately 2,530 square miles in Lewis
County, Washington, as well as a portion of southeastern Pierce County in the vicinity of Mt. Rainier National Park.
The District does not serve the City of Centralia, which is located in Lewis County. The District’s administrative
offices are located at 321 N.W. Pacific Avenue, P.O. Box 330, Chehalis, Washington 98532.

Pursuant to Washington statutes, the District is administered by a Board of Commissioners (the “Commission”) of
three elected members. The legal responsibilities and powers of the District, including the establishment of rates
and charges for services rendered, are exercised through the Commission. The Commission establishes policy,
approves plans, budgets and expenditures and reviews the District’s operations. Under present law, the District has
the exclusive authority to set rates and charges for electric energy and services and is by law free from the rate-
making jurisdiction and control of the Washington Utilities and Transportation Commission or any other state,
federal or local agency having the authority to set rates and charges for electric energy and services. The District
has the power of eminent domain.
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The present Commissioners of the District, their titles and the expiration dates of their respective terms of office are
as follows:

Expiration of Term of Office

Name Title December 31,
Charles R. TenPas President 2004
James H. Hubenthal Vice President 2006
John L. Kostick Secretary 2008

Charles R. TenPas, President, was appointed to the Commission in June 1995 and is serving his second
term on the Commission. Mr. TenPas currently serves as the District’s representative to the Washington Public
Utility District Association and is a retired public school teacher and administrator.

James Hubenthal, Vice President, was re-elected to his fourth term on the Commission in November 2000.
Mr. Hubenthal had previously served on the Commission from 1982 through 1988 and from 1991 to the present.

John L. Kostick, Secretary, was elected to the Commission in 1978 and is currently serving his fifth term
as a Commissioner being reelected in November 2002. Mr. Kostick is a retired businessman and cattle rancher.

MANAGEMENT AND ADMINISTRATION
The principal staff members of the District are as follows:

David J. Muller, Manager, joined the District in 1972. Mr. Muller holds a BS degree in agricultural
engineering from Washington State University and is a Licensed Professional Engineer (Electrical) in the State of
Washington. Previously, Mr. Muller served as the District’s Chief Engineer beginning in 1978.

Rich Bauer, Treasurer/Controller, joined the District in 2000. Prior to joining the District, Mr. Bauer was
the Auditor/Office Manager of Public Utility District No. 1 of Ferry County, Washington. Mr. Bauer holds a BS
degree in accounting from Central Washington University, BA degree in Business Administration from Western
Washington University and is certified under the Laws of the State of Washington as a Certified Public Accountant.

James R. Haselwood, Auditor, joined the District in 1977. Prior to joining the District, Mr. Haselwood
was an assistant manager and accountant with a savings and loan company in Chehalis, Washington. Mr.
Haselwood has an Associates of Art degree from Centralia College.

Ronald D. Raff, Superintendent, joined the District in 1976. Prior to joining the District, Mr. Raff worked
for Public Utility District No. 1 of Cowlitz County, Washington. He came to the District in 1976 as the local
manager in Morton, Washington. Mr. Raff holds a BSEE degree from the University of Washington and is a
Licensed Professional Engineer (Electrical) in the State of Washington. Mr. Raff is retiring July 31, 2003.

LABOR RELATIONS

The District has two separate agreements with the International Brotherhood of Electrical Workers (“IBEW?), one
covering the non-staff employees of the Electric System and a second covering the non-staff employees of the
Cowlitz Falls Project. The term of the Electric System agreement with the IBEW is three years and expires on
April 1, 2006. The Cowlitz Falls Project agreement with the IBEW is also three years and expires on February 1,
2004.

UTILITY OPERATIONS
The District’s electric utility properties and operations presently consist of two separate systems, each of which is
accounted for and financed separately. The systems are (1) the Electric System, which includes the electric utility

properties and assets used generally in transmitting and distributing electric energy at retail and (2) the Cowlitz Falls
Project (see “THE COWLITZ FALLS PROJECT”).
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The Electric System’s operations, maintenance and capital additions are financed from revenues received from the
sale of electricity. The Electric System has no outstanding debt. The Electric System’s net utility plant as of
December 31, 2002 was $83,157,778. In 2002, the Electric System had revenues of $38,277,686, net income of
$1,601,547 and retained earnings of $102,082,772.

In September 2000, the District signed a new ten-year power purchase contract with Bonneville. The contract
became effective on October 1, 2011. Under this contract, the District will purchase substantially all of its power
requirements from Bonneville. The District owns, operates, and utilizes the power from a small 600 kW
hydroelectric project (Mill Creek) and purchases the output from a small 560 kW hydroelectric project (Burton
Creek) which is owned and operated by an independent power producer. In 2000, the Mill Creek and Burton Creek
Projects produced approximately 0.3% of the District’s total energy requirements. The District has signed a power
purchase agreement with Energy Northwest for 2% (one MW of capacity) of the output of the Nine Canyon Wind
Project, which began commercial operation in September 2002.

The District serves approximately 27,700 customers, of which more than 24,500 are residential. Historically, Lewis
County’s economy has been based on the timber and agricultural industries. In recent years, Lewis County’s
employment has experienced a transition toward governmental services, retail trade and service industries generally
related to Interstate Highway 5 that crosses the western part of Lewis County. Today, the District’s retail sales
consist of approximately 51% residential, 23% industrial, 18% commercial, and 8% public and governmental
authorities. In 2002, the Hampton Lumber Company, which operates two mills in eastern Lewis County, was the
District’s largest customer, purchasing approximately 42,500 MWh or 5.6% of the District’s total sales.

INSURANCE

The District and 16 other public utility districts participate in a joint self-insurance pool (“Fund”) in affiliation with
Public Utility Risk Management Services (“PURMS”), formerly Washington Public Utility Districts’ Utilities
System (“WPUDUS”). The PURMS Fund self insures its members to $500,000 for liability and maintains a reserve
of at least $1,000,000. Members of the PURMS Fund are automatically assessed to make up any shortfall in the
reserve amount. General comprehensive liability insurance in excess of $500,000 is insured through Associated
Electric and Gas Insurance Services Limited in the amount of $35 million. Public officials’ errors and omissions
liability is issued to the District in the amount of $4,500,000 in excess of the $500,000 self-insurance fund. The
PURMS Fund and its members are involved in ongoing litigation and claim processing of which the total dollar
value of the risk posed is unknown. Currently, the Cowlitz Falls Project is insured separate from the Electric System
through Factory Mutual Insurance Company (FM Global). The dam structure is insured to $100,000,000 along with
other coverage for operating activities and liabilities.

BONNEVILLE POWER ADMINISTRATION

The information in this section has been furnished to the District by Bonneville for use in this Official Statement.
Such information is not to be construed as a representation by or on behalf of the District or the Underwriters. The
District has not independently verified such information and is relying on Bonneville’s representation that such
information is accurate and complete. At or prior to the time of delivery of the 2003 Bonds, Bonneville will certify
to the District that the information in this section, as well as information pertaining to Bonneville contained
elsewhere in this Official Statement, is true and correct and does not contain any untrue statement of a material fact
or omit to state any material fact necessary in order to make the statements in this section and elsewhere in this
Official Statement pertaining to Bonneville, in light of the circumstances under which they were made, not
misleading.

GENERAL

Bonneville was created by an act of Congress in 1937 to market electric power from the Bonneville Dam located on
the Columbia River and to construct facilities necessary to transmit such power. Congress has since designated
Bonneville to be the marketing agent for power from all of the federally-owned hydroelectric projects in the Pacific
Northwest. Bonneville, whose headquarters are located in Portland, Oregon, is one of four regional federal power
marketing agencies within the DOE. Many of Bonneville’s statutory authorities are vested in the Secretary of
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Energy, who appoints, and acts by and through, the Bonneville Power Administrator. Some other authorities are
vested directly in the Bonneville Power Administrator.

Bonneville’s primary enabling legislation includes the following federal statutes: the Bonneville Project Act of 1937
(the “Project Act”); the Flood Control Act of 1944 (the “Flood Control Act”); Public Law 88-552 (the “Regional
Preference Act”); the Federal Columbia River Transmission System Act of 1974 (the “Transmission System Act”);
and the Northwest Electric Power Planning and Conservation Act of 1980 (the “Northwest Power Act”). Bonneville
now markets electric power from 30 federally-owned hydroelectric projects, most of which are located in the
Columbia River Basin, and from several non-federally owned and operated projects including the Columbia
Generating Station. Bonneville sells, purchases and exchanges firm power, non-firm energy, peaking capacity and
related power services. Bonneville also constructed and operates and maintains a high voltage transmission system
comprising approximately 75% of the bulk transmission capacity in the Pacific Northwest. Bonneville uses this
transmission capacity to deliver power to its customers and makes transmission capacity available to other utilities
and power marketers.

Bonneville’s primary customer service area is the Pacific Northwest. Bonneville estimates that the population of the
300,000 square-mile service area is approximately ten million people. Electric power sold by Bonneville accounts
for about 45% of the electric power consumed within the Region. Bonneville markets the majority of this power to
over 100 publicly-owned and cooperatively-owned utilities (“Preference Customers”), including the District, for
resale to consumers in the Region. Bonneville also has contracts to sell power for direct consumption to about six
companies (“Direct Service Industries” or “DSIs”) located in the Region, although the contracted amount of service
Bonneville provides to DSIs has diminished substantially relative to historical levels.

The Transmission System Act placed Bonneville on a self-financing basis, meaning that Bonneville pays its costs
from revenues it receives from the sale of power and the provision of transmission and other services, which
Bonneville provides at rates that seek to produce revenues that recover Bonneville’s costs, including certain
payments to the United States Treasury. Bonneville’s rates for the foregoing services are subject to approval by the
Federal Energy Regulatory Commission (“FERC”) on the basis that, among other things, they recover Bonneville’s
costs. See “MATTERS RELATING TO THE POWER AND TRANSMISSION BUSINESS LINES — Bonneville
Ratemaking and Rates.” Bonneville may also issue and sell bonds to the United States Treasury and use the
proceeds thereof to fund certain activities established under Federal law.

In 1996, after certain national regulatory initiatives to promote competition in wholesale power markets were
announced, Bonneville separated its power marketing function from its transmission system operation and electric
system reliability functions. Bonneville remains a single legal entity, but it now conducts its business as separate
business lines: the “Power Business Line” and the “Transmission Business Line.” See “TRANSMISSION
BUSINESS LINE — Non-discriminatory Transmission Access and Separation of the Business Lines.”

Bonneville’s cash receipts from all sources, including from both its transmission and power-marketing business
lines, must be deposited in the Bonneville Fund, which is a separate fund within the United States Treasury and
which is available to pay Bonneville’s costs. In accordance with the Transmission System Act, Bonneville must
make expenditures from the Bonneville Fund as “shall have been included in annual budgets submitted to Congress,
without further appropriation and without fiscal year limitation, but within such specific directives or limitations as
may be included in appropriation acts, for any purpose necessary or appropriate to carry out the duties imposed upon
[Bonneville] pursuant to law.”

Bonneville is required to make certain annual payments to the United States Treasury. These payments are subject
to the availability of net proceeds, which are gross cash receipts remaining in the Bonneville Fund after deducting all
of the costs paid by Bonneville to operate and maintain the Federal Columbia River Power System (the “Federal
System”) other than those used to make payments to the United States Treasury for: (i) the repayment of the federal
investment in certain transmission facilities and the power generating facilities at federally-owned hydroelectric
projects in the Pacific Northwest; (ii) debt service on bonds issued by Bonneville and sold to the United States
Treasury; (iii) repayments of appropriated amounts to the Corps and the Bureau for certain costs allocated to power
generation at federally-owned hydroelectric projects in the Pacific Northwest; and (iv) costs allocated to irrigation
projects as are required by law to be recovered from power sales. Bonneville met its fiscal year 2002 payment
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responsibility to the United States Treasury in full and on time. For more information, see “BONNEVILLE
FINANCIAL OPERATIONS — Order in Which Bonneville’s Costs Are Met.”

For various reasons, Bonneville’s revenues from the sale of electric power and other services may vary significantly
from year to year. In order to accommodate such fluctuations in revenues and to assure that Bonneville has
sufficient revenues to pay the costs necessary to maintain and operate the Federal System, all cash payment
obligations of Bonneville, including cash payments relating to the 2003 Bonds and other operating and maintenance
expenses, have priority over payments by Bonneville to the United States Treasury. In the opinion of Bonneville’s
General Counsel, under federal statutes Bonneville may make payments to the United States Treasury only from net
proceeds: all cash payments of Bonneville, including cash payments relating to the 2003 Bonds and other operating
and maintenance expenses, have priority over payments by Bonneville to the United States Treasury for the costs
described in (i) to (iv) above.

DEVELOPMENTS RELATING TO BONNEVILLE’S POWER MARKETING APPROACH AND
BONNEVILLE’S FINANCIAL CONDITION

For much of its history, Bonneville had a high degree of certainty that its revenues from power and transmission
services would be sufficient to recover all of its costs without concern for substantial price competition from other
suppliers. In the mid-1990’s, competition increased in the wholesale electricity industry. Bonneville was
particularly affected because its business, both power marketing and the provision of bulk transmission, is primarily
wholesale. This increase in competition was due to a number of factors, including electric power deregulation
advanced under the National Energy Policy Act of 1992 (“EPA-1992”). As a result of deregulation actions relating
to Western energy markets, hydroelectric generating conditions primarily relating to the amount of precipitation in
the West, natural gas prices, variations in load levels due to changes in economic activity and the weather, and a
variety of other factors, wholesale power prices in the West have been very volatile in the past several years. Prices
peaked in the fiscal year 2000-2001 period at levels that were many multiples of historical prices. Prices declined in
fiscal year 2002, although they have risen somewhat in the current fiscal year. Electric power prices affect both the
revenues Bonneville receives from disposing of electric power and the expenses Bonneville incurs to meet
contracted electric power loads.

Subscription Strategy and Power Rates for Fiscal Years 2002-2006

At or slightly before the end of Bonneville’s fiscal year 2001, which ended on September 30, 2001, all of
Bonneville’s then existing long-term, in-Region power sales contracts with Preference Customers and DSIs, and all
of Bonneville’s settlements with Regional investor-owned utilities (“Regional I0Us”) to whom Bonneville is
required by law to provide Residential Exchange Program benefits, as hereinafter described, expired. In anticipation
of the expiration of such contracts and during the unprecedented volatility in Western power markets described
herein, Bonneville and its Regional customers negotiated new long-term power sales and related agreements for the
period beginning on or slightly before October 1, 2001. Under this “Subscription Strategy,” Bonneville entered into
five- and ten-year power sales contracts with 135 Regional Preference Customers and into five-year power sales
contracts with eight DSI companies. Bonneville also entered into settlement contracts with all six of the Regional
IOUs to settle Bonneville’s obligations under the Residential Exchange Program through fiscal year 2011.

The aggregate power sales commitment initially undertaken by Bonneville under these agreements, together with
certain pre-existing surplus firm power sales and related obligations, exceeded by roughly 3200-3300 average
megawatts the aggregate amount of power from Federal System resources and contract purchases, which was
estimated at the time to be roughly 8000 average megawatts. To meet a portion of this difference, Bonneville
entered into a number of power purchases to augment Federal System generation resources (“Augmentation
Purchases™). Given the very high energy prices prevailing at the time, Bonneville subsequently negotiated a number
of load reduction agreements with its Regional customers in lieu of making additional Augmentation Purchases.
Under the load reduction agreements Bonneville agreed to pay customers to reduce the amount of power Bonneville
otherwise was obligated to provide under related Subscription power sales agreements. Most of the load reductions
occurred or will occur in fiscal years 2002 and 2003; however, about 700 average megawatts of the load reductions
are in effect through fiscal year 2006.
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In view of the foregoing Augmentation Purchases and load reduction agreements, lowered expectations regarding
Regional load growth, and declining expectations that aluminum company DSIs will meet their power purchase
obligations, Bonneville now believes that its firm resources, including existing Augmentation Purchases, are roughly
equal to its expected firm load obligations in fiscal years 2004 through 2006 and that Bonneville may have
somewhat more firm resources than firm loads for the remainder of fiscal year 2003, depending on the month.
Bonneville therefore believes that it will not have to make substantial additional Augmentation Purchases, if any, to
meet its Subscription loads through at least fiscal year 2006, subject to changes in contracted loads or generation
from Federal System generating resources, and subject to the receipt of power under Augmentation Purchases and
other power purchase and related agreements. If contracted loads, especially those of DSIs, drop from current
contract levels (after taking into account load reduction agreements), Bonneville could have a firm energy surplus in
fiscal years 2004-2006.

In fiscal years 2000-2001, coincident with the development of the power sales and related contracts under the
Subscription Strategy, Bonneville developed and proposed power rates for such Subscription agreements for the
five-year period beginning October 1, 2001 (the “2002 Final Power Rate Proposal”). The 2002 Final Power Rate
Proposal is comprised of an initial filing with FERC for “base rates” and a subsequent filing with FERC setting forth
certain rate level adjustment mechanisms.

The proposed “base rates” are subject to three intra-rate-period rate level adjustments that are triggered upon the
occurrence of specified circumstances. The base rates proposed by Bonneville are between approximately 1.93 cents
per kilowatt hour and 2.30 cents per kilowatt hour, excluding transmission and depending on type of service, and are
at levels similar to those in effect for like service in the fiscal year 1997-2001 rate period. While the base rates are
low relative to the cost of most other power generation, the triggering of the adjustment mechanisms has had the
effect of raising Bonneville’s rates substantially. Under the first of the rate adjustment mechanisms, the Load Based
Cost Recovery Adjustment Clause (“LB-CRAC”), Bonneville makes semi-annual adjustments to rate levels tied to
the direct cost of certain Augmentation Purchases and certain load reduction agreements entered into to address the
increment of loads assumed by Bonneville under the Subscription Strategy.

The second rate level adjustment, the Financial Based Cost Recovery Adjustment Clause (“FB-CRAC”), provides
one-year adjustments in rate levels in addition to the LB-CRAC. The FB-CRAC is intended to increase rate levels
to obtain limited amounts of revenues in a fiscal year if Bonneville forecasts that its Power Business Line
accumulated net revenues will be below identified fiscal year end threshold levels. The amount of revenues
Bonneville can obtain under the FB-CRAC is limited to a maximum of between about $90 million and $115 million
per fiscal year, depending on the fiscal year in which the FB-CRAC adjustment is used.

The third rate adjustment mechanism, the Safety Net Cost Recovery Adjustment Clause (“SN-CRAC”), enables
Bonneville to increase rate levels in order to recover costs on a temporary basis if, at any time during the five year
rate period, Bonneville (i) forecasts a 50 percent or greater probability of missing a payment to the United States
Treasury or other creditor in the then current fiscal year or (ii) misses a scheduled payment to the United States
Treasury or other creditor.

As described below, rate level increases under the LB-CRAC and FB-CRAC are currently in effect. Bonneville also
has initiated actions that will lead to the formal process necessary to possibly increase rate levels under the
SN-CRAC. Some Subscription contracts are not subject to any of the rate adjustment mechanisms and some are
subject only to some of such mechanisms. See “— Power Business Line — Certain Statutes and other Matters
Affecting Bonneville’s Power Business Line — Power Marketing in the Period After Fiscal year 2001 —

Subscription Power Rate Proposal.”

FERC granted interim approval of the 2002 Final Power Rate Proposal in September 2001 and Bonneville awaits a
final order from FERC approving such rates. For a more detailed description of Bonneville’s proposal for power
rates applicable to Subscription power sales, see “POWER BUSINESS LINE — Certain Statutes and Other Matters
Affecting Bonneville’s Power Business Line — Power Marketing in the Period After Fiscal Year 2001 —
Subscription Power Rate Proposal.”
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Bonneville’s Fiscal Year 2002 Financial Results

While Bonneville had positive net revenues of $9.5 million in fiscal year 2002, an increase of approximately
$347 million over fiscal year 2001, Bonneville estimates it had an operating loss of about $308 million after
excluding the positive net revenue effects of extending the 2002 maturities of Energy Northwest net billed program
debt under the Debt Optimization Proposal.

Through separate series of “net billing agreements” among Bonneville, numerous electric utility customers of
Bonneville and Energy Northwest—a joint operating agency organized under the laws of the State Washington—
Bonneville secures over $6 billion in Energy Northwest obligations issued in respect of two now-terminated nuclear
generating stations and one operating nuclear generating station. Under the Debt Optimization Proposal, Bonneville
and Energy Northwest extended and will extend the average maturities of certain portions of such debt. This has
provided and is expected to provide Bonneville with cash flow flexibility to advance the amortization of
Bonneville’s Federal debt. See “Bonneville Financial Operations — Debt Optimization Proposal.”

The debt restructuring increased cash flow to Bonneville in fiscal year 2002, thereby enabling Bonneville to make
planned prepayments and planned amortization ahead of schedule of about $266 million in bonds issued by
Bonneville to the United States Treasury and appropriated repayment obligations to the United States Treasury. The
low net revenues in fiscal year 2002 occurred despite a power rate level increase of over 40 percent over prior rates
for similar service, on average during fiscal year 2002. The rate level increase applicable in fiscal year 2002 was
made under the LB-CRAC, which is designed for the limited purpose of recovering only the direct costs of power
purchases and load reductions under identified contracts Bonneville entered into to meet the 3200-3300 megawatt
load increment Bonneville assumed under the Subscription Strategy. The LB-CRAC was not designed to and does
not assure recovery of all of Bonneville’s costs. The two semi-annual net LB-CRAC adjustments in fiscal year 2002
were about 46 percent and 39 percent of base rates, respectively.

Several developments affected Bonneville’s financial results in fiscal year 2002. The main reason for the low net
revenues was lower than expected revenues from seasonal surplus energy sales. A substantial portion of
Bonneville’s power sales revenues, in some years up to 25 percent or more, is derived from the sale of seasonal
surplus hydroelectric energy. Bonneville’s 2002 Final Power Rate Proposal for the five years beginning October 1,
2001, is based on certain assumptions regarding expected revenues from the sale of seasonal surplus energy. In
making seasonal surplus energy revenue projections to support the rate proposal, Bonneville assumed average
hydroelectric generation and used price forecasts finalized in May 2001, at a time when prevailing West Coast
market prices for electric power were about 20.0 cents per kilowatt-hour. Bonneville’s rate case projections assumed
that the average price it would receive in fiscal year 2002 for seasonal surplus sales would be about 5.7 cents per
kilowatt hour. Contrary to these forecasts, prevailing West Coast wholesale energy prices declined, resulting in
Bonneville’s obtaining between about 2.0 to 2.5 cents per kilowatt-hour for its seasonal surplus energy in fiscal year
2002.

In addition, although Columbia River Basin precipitation levels in fiscal year 2002 returned from the historically
low levels of fiscal year 2001 to the average levels upon which the forecasts in the rate case are based, actual
hydroelectric generation was below average, primarily as a result of the effects of refilling reservoirs. In addition,
spring runoff conditions resulted in Bonneville’s having to sell more than expected amounts of seasonal surplus
energy during periods of the year when prices typically are, and in fact were, relatively low. As a consequence of the
foregoing factors, Bonneville’s discretionary power sales revenues were roughly $670 million lower in fiscal year
2002 than Bonneville forecast in the final stages of developing the 2002 Final Power Rate Proposal.

The lower than average hydroelectric generation and lower than forecast prices also led to a lower than expected
realization in fiscal year 2002 of United States Treasury repayment credits for certain fish and wildlife costs incurred
by Bonneville. Bonneville receives such credits, which it counts as revenues, under section 4(h)(10)(C) of the
Northwest Power Act. A portion of these expenses is for power purchases made by Bonneville that are attributable
to the effects of hydroelectric system constraints for the benefit of fish. If power prices decline, the credits
Bonneville obtains for such expenditures also decline. Other factors that contributed to Bonneville’s 2002 financial
results were increased costs from the agreements with Regional IOUs to settle Bonneville’s Residential Exchange
obligations and increases in other O&M expenses. See “— Power Business Line — Certain Statutes and other
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Matters Affecting Bonneville’s Power Business Line — Fish and Wildlife — Federal Repayment Offsets for Certain
Fish and Wildlife Costs Borne by Bonneville.”

As a result of the financial performance in fiscal years 2001 and 2002, Bonneville ended fiscal year 2002 with
financial reserves of about $188 million. By contrast, Bonneville’s financial reserves for the fiscal years ending
September 30, 2000 and September 30, 2001 were about $811 million and $625 million, respectively. Bonneville’s
financial reserves include cash and deferred borrowing. Deferred borrowing represents amounts that Bonneville is
authorized to borrow from the United States Treasury for expenditures that Bonneville has incurred to date but the
borrowing for which Bonneville has elected to delay.

For a discussion of year-to-year financial results see “BONNEVILLE FINANCIAL OPERATIONS — Management
Discussion of Operating Results.”

Fiscal Year 2003 Financial Developments

The precipitation and snowpack conditions in the Columbia River Basin, which to a great degree determine the
amount of hydroelectric power the Federal System can produce, reflect an improvement over forecasts prepared in
March 2003, but remain at lower than average levels this fiscal year. May 2003 forecasts prepared outside of, but
relied on by, Bonneville indicated that January 2003 through July 2003 runoff in the Columbia River Basin as
measured at the Dalles Dam may be about 85 percent of average.

In view of Bonneville’s fiscal year 2002 financial results, continuing, lower-than-forecast revenues from
discretionary sales of electric power, and increasing costs in several areas, Bonneville has taken a number of steps to
assure that its revenues are adequate to meet its costs through the remainder of the rate period. First, with indications
in early calendar year 2002 that revenues from discretionary power sales would be lower than previously forecasted,
Bonneville began reducing its costs substantially. It has continued to do so in fiscal year 2003. Through expense
reductions, deferrals and other actions, Bonneville expects to improve its Power Business Line financial health by
$350 million in aggregate over the fiscal year 2003-2006 period. Bonneville continues to explore additional cost
reductions and deferrals.

Second, Bonneville triggered the application of the FB-CRAC rate level adjustment for all of fiscal year 2003. This
rate level adjustment will allow Bonneville to recover about $90 million in additional revenues in fiscal year 2003,
after taking into account certain effects related to the Slice of the System contracts described herein. See “— Power
Business Line — Certain Statutes and other Matters Affecting Bonneville’s Power Business Line — Power
Marketing in the Period After Fiscal Year 2001.” The FB-CRAC has the effect of raising the average rates for those
power sales and related contracts to which the adjustment applies by about 11 percent over applicable base rates. In
view of forecasts for the end of fiscal year 2003, Bonneville expects that the FB-CRAC will again be employed in
fiscal year 2004, having roughly the same effect on rates and revenue, as is the case in fiscal year 2003. The rate
level increases under the FB-CRAC are in addition to rate level increases in effect under the LB-CRAC. Bonneville
set the net LB-CRAC adjustment at about 32 percent of base rates for the first six months of fiscal year 2003 and at
about 39 percent of base rate for the second six months of the fiscal year.

Third, in February 2003, Bonneville notified its customers that it would initiate the formal rate procedures to
potentially increase rate levels under the SN-CRAC. Under the SN-CRAC, Bonneville may adjust power rates an
indeterminate amount to recover its costs if Bonneville forecasts a 50 percent or greater probability that it will miss a
scheduled payment to the United States Treasury or other party in the then current fiscal year. In February 2003,
Bonneville estimated that there would be a 74 percent probability that it would not meet in full its scheduled fiscal
year 2003 payments to the United States Treasury.

On March 13, 2003, Bonneville published its initial proposal for the SN-CRAC rate level adjustment. The initial
proposal called for a three-year variable SN-CRAC adjustment to be determined annually by reference to indicators
of Bonneville’s financial condition. The initial proposal for the SN-CRAC rate level adjustment was designed to
recover an expected value of about $340 million to $370 million for each of the three fiscal years in which it is
proposed to be in effect. Bonneville estimated that the proposed SN-CRAC rate level adjustment increase under the
initial proposal would have the effect (after taking into account anticipated FB-CRAC and LB-CRAC adjustments)
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of increasing Bonneville’s overall power rate levels by an average of about 15.7 percent over fiscal year 2003 power
rate levels.

In anticipation of issuing a final record of decision supporting Bonneville’s final proposal for the SN-CRAC rate
level adjustment, Bonneville released a draft record of decision on June 16, 2003. The draft record of decision
indicates Bonneville’s expected approach to the final proposal for the SN-CRAC rate level adjustment. In view of
improved water conditions, better than expected revenues from surplus sales, and cost management actions,
Bonneville now anticipates in its draft record of decision that it will propose an overall SN-CRAC rate level increase
for fiscal years 2004-2006 that is less than the SN-CRAC rate level adjustment Bonneville initially proposed.
Bonneville now anticipates that it will propose an SN-CRAC rate level adjustment that would have the effect (after
taking into account anticipated FB-CRAC and LB-CRAC adjustments) of increasing Bonneville’s overall power rate
levels in fiscal years 2004-2006 by an average of about 5 percent over current fiscal year 2003 levels. Bonneville
expects to issue the final record of decision and the final SN-CRAC rate level adjustment rate proposal at the end of
June or early July 2003.

The draft record of decision indicates that the SN-CRAC rate level adjustment for each fiscal year will be made on
the basis of the Power Business Line’s third quarter projected net revenues for that fiscal year. Thus, the final SN-
CRAC rate level adjustment for fiscal year 2004 will be set in August 2003 and will depend upon further revenue
and cost changes. Under the draft record of decision, certain costs in a number of major cost categories would be
capped and would not be automatically recovered through the final proposed SN-CRAC rate level adjustment. The
maximum revenue recoverable through the SN-CRAC in fiscal years 2004-2006 is capped at $320 million per year.
In addition, under the draft record of decision, Bonneville would provide a refund to customers from previously
collected revenue if Bonneville’s Power Business Line accumulated net revenues exceed established threshold
levels.

Assuming financial reserves at currently projected levels and an SN-CRAC rate level adjustment for the three fiscal
years beginning October 1, 2003, as described in the draft record of decision, Bonneville expects it would have an
80 percent probability of meeting its annual payment responsibility to the United States Treasury in full and on time
over the three fiscal year period beginning October 1, 2003.

Assuming an SN-CRAC adjustment such as Bonneville desribes in the draft record of decision and expected rate
level adjustments in fiscal year 2004 under the FB-CRAC and LB-CRAC, Bonneville’s average power rates would
exceed by more than 50 percent the rate levels in effect for like service in fiscal year 2001, the year preceding the
current power rate period. As described herein, the rate level increases under the rate adjustment mechanisms vary
depending on the type of Subscription power sales contract. Some contracts are not subject to any of the rate
adjustment mechanisms and some are subject only to some of such mechanisms.

The final SN-CRAC adjustment to be proposed by Bonneville is being determined in a formal rate setting process
and will be influenced by changes in forecasts, projections and rate design. In proposing a rate level increase under
the SN-CRAC, Bonneville expects, among other things, that it will receive lower price levels for discretionary
power sales and lower revenues from such sales in fiscal years 2004-2006 than Bonneville forecast in the final
phases of developing the 2002 Final Power Rate Proposal. The final SN-CRAC proposal will also depend on many
other factors including updated financial information, customer input on rate design and the exercise by Bonneville
of its judgment about the appropriateness of various rate level increases.

Several of Bonneville’s customers and customer groups have filed separate suits in the Ninth Circuit Court
challenging Bonneville’s decision to initiate proceedings necessary for implementing the SN-CRAC. These parties
are seeking to set aside Bonneville’s finding that the SN-CRAC has triggered. If successful, the litigation could
result in a remand by the court to Bonneville of the decision that the conditions permitting Bonneville to adjust its
power rates under the SN-CRAC have been met. The petitioners have not sought expedited review by or injunctive
relief from the court in this matter.

Some of the cost reductions and deferrals and the commencement in October 2002 of the rate level increase under
the FB-CRAC have impacts in fiscal year 2003. Nonetheless, based on Bonneville’s updated quarterly review dated
as of May 2003, Bonneville estimates that if current forecasts of costs, streamflows and discretionary power sales
are realized, Bonneville would have net revenues of about negative $28 million in fiscal year 2003. This calculation
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excludes $356 million in positive net revenue arising from debt management actions under the Debt Optimization
Proposal. The fiscal year end net revenue projection also excludes about $20 million in non-cash, mark-to-market
accounting adjustments under the Financial Accounting Standards Board Statement of Accounting Standard
No. 133. These forecasted results also incorporate a total of about $85 million in recently effected one time
improvements to cash flows arising from (i) arrangements with Energy Northwest to apply funds from a settlement
with a paying agent of certain original Net Billed Bonds to pay current Net Billed Project costs, and (ii) the use of
surety bonds in lieu of reserve funds for certain series of Net Billed Project Bonds. In addition to the foregoing
events, the May 2003 updated forecast reflects somewhat improved views of Columbia River basin precipitation
levels, power marketing conditions and expense levels relative to prior quarterly forecast of anticipated fiscal year
end net revenues. Given the many variables and assumptions upon which such forecasts are based, actual net
revenues could differ substantially from those indicated in such forecasts.

Notwithstanding the possibility that Bonneville could have negative net revenues in the current fiscal year, and in
view of the relatively low fiscal year 2003 starting reserve balance of $188 million, Bonneville intends to manage its
finances to assure that the fiscal year 2003 ending reserve level balance will not be lower than between $100 million
and $200 million. The possible financial tools Bonneville may rely on to assure adequate reserves to meet cash flow
needs in early fiscal year 2004 include, among other items: (i) deferring all or a portion of planned early repayments
and amortization of about $315 million in bonds issued by Bonneville to the United States Treasury and
appropriations repayment obligations by Bonneville to the United States Treasury at the end of fiscal year 2003 in
great part under the Debt Optimization Proposal, (ii) seeking access to short-term borrowing with the United States
Treasury under Bonneville’s existing borrowing authority, or (iii) deferring scheduled interest and/or principal
payments to the United States Treasury, meaning planned payments to the United States Treasury as scheduled
under applicable repayment criteria in contrast to the advance amortization payments described in clause (i).
Whether and the extent to which Bonneville will rely on the foregoing financial tools will depend on financial
performance through the remainder of fiscal year 2003. On the basis of its most recent quarterly review of May
2003, Bonneville now expects that it is much less likely to rely on short-term borrowing from the United States
Treasury, deferral of early amortization under the Debt Optimization Proposal, or deferrals of Bonneville’s United
States Treasury repayments to meet its fiscal year end reserve level needs than Bonneville anticipated when it issued
its quarterly report of March 2003.

Under current internal forecasts of future market prices, Bonneville believes that its Subscription power rates levels,
as adjusted by the various rate level adjustment mechanisms, on average in fiscal years 2003-2006 will be at or near
average market prices for such period based on similar power products. Bonneville believes that its Subscription
Power rates will still not exceed the cost of new natural gas fired generation when shaped to serve load similar to the
shaping ability of the Federal System. Such belief is based on market, rate and other forecasts that are subject to
many variables most of which are not within Bonneville’s control.

POWER BUSINESS LINE
Description of the Generation Resources of the Federal System
Generation

Bonneville has statutory obligations to meet certain electric power loads placed on it by certain Regional customers.
See “— Certain Statutes and Other Matters Affecting Bonneville’s Power Business Line — Bonneville’s Obligation
to Meet Certain Firm Power Requirements in the Region.” To meet these loads Bonneville relies on an array of
power resources and power purchases, which, together with the Bonneville-owned transmission system and certain
other features, constitute the Federal System. The Federal System includes those portions of the federal investment
in the Regional hydroelectric projects that have been allocated to power generation. Such projects were constructed
and are operated by the Corps or the Bureau. The Federal System also includes power from non-federally-owned
generating resources, including but not limited to the Columbia Generating Station and contract purchases from
other power suppliers.
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Federal Hydro Generation

Hydropower from federally-owned hydroelectric projects currently supplies approximately 67% of Bonneville’s
firm power supply. Bonneville also has acquired a small amount of power from non-federally-owned hydroelectric
projects. Bonneville’s large resource base of hydropower results in operating and planning characteristics that differ
from those of major utilities that lack a substantial hydropower base. See the table entitled “Operating Federal
System Projects for Operating Year 2003.”

The amount of electric power produced by a hydropower-based system such as the Federal System varies with
annual precipitation and weather conditions. This variability has led Bonneville to classify power it has available
into two types, firm power and seasonal surplus energy (as described below) based on certainty of occurrence.

Bonneville defines “firm power” as electric power that (i) is continuously available from the Federal System even
during the most adverse water conditions, and (ii) is useful for meeting Federal System firm loads. The amount of
firm power that can be produced by the Federal System and marketed by Bonneville is based on “critical water”
assumptions, i.e., the worst low-water period on record for the Columbia River Basin. Firm power can be relied on
to be available when needed. Firm power has two components: peaking capacity and firm energy. Peaking capacity
refers to the generating capability to serve particular loads at the time such power is demanded. This is
distinguishable from firm energy, which refers to an amount of electric energy that is reliably generated over a
period of time. Bonneville estimates that in Operating Year 2003, the Federal System, including firm energy
purchases, is capable of producing about 10,300 average megawatts of firm energy.

The Federal System is primarily a hydropower system in which the peaking capacity exceeds Federal System
peaking loads and power reserve requirements in most water years. Bonneville estimates that in most months its
peaking capacity, for long-term planning purposes, will meet or exceed its requirements for the next ten years.
Bonneville expects this excess of peaking capacity to persist, because most new resources added to meet firm energy
needs will also contribute more peaking capacity. As a result, Bonneville’s resource planning focuses on the need to
develop sufficient firm energy resources to meet firm energy loads. In contrast, most utilities with coal-, gas-, oil-
and nuclear-based generating systems must focus their resource planning on having enough peaking capacity to
meet peak loads.

While Bonneville markets most of its energy on a firm basis, the amount of energy that the Federal System can
produce varies from period to period and depends on a number of factors, including weather conditions,
streamflows, storage conditions, flood control needs, and fish and wildlife requirements.

The energy that Bonneville has to market above critical water assumptions in a specified period is referred to as
seasonal surplus energy. The amount of seasonal surplus energy generated by the Federal System depends primarily
on precipitation and reservoir storage levels, thermal plant performance (the Columbia Generating Station), and
other factors. During median water years, the Federal System would generate seasonal surplus energy of about
2700 annual average megawatts, while in wet years the amount of such energy available may average in some
months as much as 4300 annual average megawatts. In dry water years, the amount of seasonal surplus energy
generated by the Federal System could be quite small.

Under the Slice of the System contracts for the ten years beginning October 1, 2002, Slice customers purchased
from Bonneville, for their requirements, an aggregated 22.63 percent proportionate interest of the output of the
Federal System. This purchase includes firm power and what would otherwise be seasonal surplus energy from the
Federal System in the same proportion. See “Power Business Line — Power Marketing in the Period After Fiscal
Year 2001 — Preference Customer Loads.”

The Corps and the Bureau operate the federally-owned hydroelectric projects in the Region to serve multiple
statutory purposes. These purposes may include flood control, irrigation, navigation, recreation, municipal and
industrial water supply, fish and wildlife protection and power generation. Non-power purposes have placed
requirements on operation of the reservoirs and have thereby limited hydropower production. Bonneville takes into
account the non-power requirements and other factors in assessing the amount of power it has available to market
from these projects.
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These requirements change the shape, availability and timeliness of Federal hydropower to meet load. The
information in the following table reflects measures under the biological opinions (and supplements thereto) issued
with respect to the Federal System beginning in 1995, in each case under the Endangered Species Act (“ESA”),
including measures from the 2000 Biological Opinion and a biological opinion issued by the U.S. Fish and Wildlife
Service (“Fish and Wildlife Service”) in 2000. As new biological opinions and similar constraints are introduced to
the hydropower system, those changes will be reflected in the availability of Federal hydropower under all water
conditions. See “— Certain Statutes and Other Matters Affecting Bonneville’s Power Business Line — Fish and
Wildlife.”

Other Generating Resources

The balance of the Federal System includes, among other resources, nuclear power from the Columbia Generating
Station. The Columbia Generating Station has the largest capacity for energy production of the non-federal
resources. In addition, Bonneville has a number of power purchase contracts that are not tied to specific generating
resources. The amount of power purchased under these contracts has increased substantially from prior years as
Bonneville has used such contracts to obtain electric power needed to meet the increased loads taken on by
Bonneville under the Subscription Strategy.

Operating Federal System Projects For Operating Year 2003

In all years, the energy generating capability of the Federal System’s hydroelectric projects depends upon the
amount of water flowing through such facilities, the physical capacity of the facilities and stream flow requirements
pursuant to biological opinions, and other operating limitations. Bonneville utilizes a fifty-year record of river flows
based on the period from 1929-1978 for planning purposes. During this historical period, low water conditions
(“Low Flows”) occurred in 1936-37, median water conditions (“Median Flows”) occurred in 1957-58 and high
water conditions (“High Flows”) occurred in 1973-74. Bonneville estimates the energy generating capability of
Federal System hydroelectric projects in an Operating Year (August 1 to July 30) by assuming that these historical
water conditions were to occur in that Operating Year and making adjustments in the expected generating capability
to reflect the current physical capacity operating limitations and current stream flow requirements. Energy
generation estimates are further refined to reflect factors unique to the subject Operating Year such as initial storage
reservoir conditions.
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The following table shows, for Operating Year 2003, the Federal System January capacity (“Peak Megawatts” or

“Peak MW?”) and energy capability using Low Flows, Median Flows and High Flows.

The same forecasting

procedures are also used for non-federally-owned hydroelectric projects. Thermal projects, the output of which does
not vary with river flow conditions, are estimated using current generating capacity and assumed plant capacity

Total Federal System Resources

factors.
Operating Federal System Projects For Operating Year 2003
Initial No. of January Maximum Median Firm
Year in Generating Capacity (Peak Energy Energy Energy
Project Service Units MwW)@ (aMwW)® (aMwW)@ (aMwW)®
United States Bureau of Reclamation Hydro Projects
Grand Coulee 1941 33 5,325 3,041 2,378 1,872
Hungry Horse 1952 4 323 129 101 77
Other Bureau Projects®® 15 _225 163 156 130
Total Bureau of Reclamation Projects 52 5,873 3,333 2,635 2,079
United States Army Corps of Engineers Hydro Projects
Chief Joseph 1955 27 2,129 1,622 1,334 1,047
John Day 1968 16 1,888 1,376 1,065 768
The Dalles including Fishway!” 1957 24 2,074 1,077 839 602
Bonneville including Fishway 1938 20 752 562 523 357
McNary 1953 14 935 711 697 551
Lower Granite 1975 6 485 439 323 212
Lower Monumental 1969 6 595 411 272 214
Little Goose 1970 6 752 440 321 209
Ice Harbor 1961 6 471 314 199 97
Libby 1975 5 533 297 223 166
Dworshak 1974 3 343 219 190 125
Other Corps Projects®™ 20 __ 396 294 268 223
Total Corps of Engineers Projects 153 11.353 7,762 6.254 4,571
Total Bureau of Reclamation and
Corps of Engineers Projects 205 17,226 11,095 8,889 6,650
Non-Federally-Owned Projects
The Columbia Generating 1984 1 1,150 877 877 877
Station®
Other Non-Federal Projects'” 18 _ 96 181 169 167
Total Non-Federally-Owned Projects 19 1,246 1,058 1,046 1,044
Total Bonneville Contract Purchases"" N/A 2,440 2,560 2.560 2,560
224 20,912 14,713 12,495 10,254

Source: 2001 Pacific Northwest Loads and Resources Study, Bonneville, October 2002.
(1) Operating Year 2003 is August 1, 2002 through July 31, 2003.

(2) January capacity is the maximum generation to be produced under Low Flows in megawatts of capacity. January is a
benchmark month for the system peaking capability because of the potential for high peak loads during January due to

winter weather.

(3) Maximum energy capability is the estimated amount of hydro energy to be produced using High Flows in average
megawatts of energy. The hydroregulation studies for this analysis contain measures from biological opinions from and

after 1995.

(4) Median energy capability is the estimated amount of hydro energy to be produced using Median Flows in average

megawatts of energy.
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(5) Firm energy capability is the estimated amount of hydro energy to be produced using Low Flows in average megawatts
of energy.

(6) Other Bureau Projects include: Palisades (1957), Anderson Ranch (1950), Chandler (1956), Minidoka (1909), Black
Canyon (1925) and Roza (1958).

(7) The Dalles Project is portrayed here for convenience as including the Dalles Fishway Project of 4 megawatts of peaking
capacity and 3 average megawatts of energy. The Dalles Project in fact is non-Federally-owned.

(8) Other Corps Projects include: Albeni Falls (1955), Big Cliff (1954), Cougar (1964), Detroit (1953), Dexter (1955),
Foster (1968), Green Peter (1967), Green Springs (1960), Hills Creek (1962), Lookout Point (1954) and Lost Creek
(1975).

(9) Columbia Generating Station has a scheduled maintenance outage, which will affect its energy output.

(10) Other Non-Federal Projects include the following hydroelectric and other projects: Mission Valley’s Big Creek (1981),
Lewis County PUD’s Cowlitz Falls (1994), the City of Idaho Falls’ Idaho Falls Project (1982), the Western Generation
Agency’s James River Wauna Cogeneration Project (1996), the State of Idaho DWR’s Clearwater hydro (1998) and
Dworshak Small Hydro (2000) projects. U.S. Park Service’s Glines Canyon (1927) and Elwah (1910) hydro projects,
shares of Foote Creek, LLC’s Foote Creek 1 (1999), Foote Creek 4 (2000) wind projects, a share of PacifiCorp Power
Marketing and Florida Light and Power’s Stateline wind project, Condon Wind Project LLC’s Condon wind project, a
share of Energy Northwest’s Nine Canyon Wind Project, NWW Wind Power’s Klondike Phase 1 wind project,
Calpine’s Fourmile Hill Geothermal project, and a share of the City of Ashland’s solar project.

(11) Bonneville Contract Purchases include: Subscription Strategy Augmentation Purchases and other contracts by
Bonneville for power from both inside and outside the Region, including Canada.

Energy Northwest’s Net Billed Projects

Set forth below is a description of certain nuclear generating stations undertaken by Energy Northwest, a joint
operating agency formed under the laws of the State of Washington. Bonneville has acquired the entire project
capability of Energy Northwest’s Project 1 and Columbia Generating Station. Bonneville has also acquired all of the
project capability associated with Energy Northwest’s 70% ownership interest in Project 3. The Columbia
Generating Station is an operating facility but Project 1 and Project3 were terminated in the 1990s, prior to
construction completion. These three projects are referred to as the “Net Billed Projects.” Bonneville has also
acquired the entire project capability associated with the City of Eugene, Oregon, Water and Electric Board’s
(“EWEB”) 30% ownership interest in the now terminated Trojan Nuclear Project (“Trojan”), operated by and
co-owned with Portland General Electric Company. The costs of the foregoing projects are secured by payments and
net billing credits from Bonneville, as described herein.

Net Billing Agreements. Energy Northwest sold the entire capability of Project 1 to 104 publicly-owned utilities
and rural electric cooperatives (the “Project 1| Participants”) under net billing agreements (as amended, the
“Project 1 Net Billing Agreements”). Energy Northwest sold the entire capability of the Columbia Generating
Station to 94 publicly-owned utilities and rural electric cooperatives (the “Columbia Participants”) under net billing
agreements (the “Columbia Net Billing Agreements”). Energy Northwest sold the entire capability of Project 3 to
103 publicly-owned utilities and rural electric cooperatives (the “Project 3 Participants,” and collectively with the
Project 1 Participants and the Columbia Participants, the “Participants”) under net billing agreements (the “Project 3
Net Billing Agreements” which, together with the Project 1 Net Billing Agreements and the Columbia Net Billing
Agreements, are collectively referred to as the “Net Billing Agreements”). Each of the Participants is a customer of
Bonneville. Many of the Participants are Participants in more than one Net Billed Project.

Each Project 1, Columbia and Project 3 Participant assigned its share of Project capability to Bonneville under a
Project 1 Net Billing Agreement, Columbia Net Billing Agreement and Project3 Net Billing Agreement,
respectively.

Under the Net Billing Agreements, in payment for the share of the capability of each Net Billed Project purchased
by each Participant, such Participant is obligated to pay Energy Northwest an amount equal to its share of Energy
Northwest’s costs for such Net Billed Project, less amounts payable from sources other than the related Net Billing
Agreements, all as shown on the Participant’s Billing Statement or accounting statement. Bonneville is obligated to
pay this amount to such Participant by providing net billing credits against the amounts such Participant owes
Bonneville under the Participant’s power sales and other contracts with Bonneville and by making the cash
payments. Each Participant is obligated to pay Energy Northwest an amount equal to the amount of such credits and
cash payments as payment on account of its obligations to pay for its share of the Net Billed Project capability.
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Cash payments and the provision of credits by Bonneville and payments by Participants under the Net Billing
Agreements are required whether or not the related Net Billed Project is completed, operable or operating and
notwithstanding the suspension, interruption, interference, reduction or curtailment of the Net Billed Project output
or termination of the related Net Billed Project and such payments or credits are not subject to any reduction,
whether by offset or otherwise, and are not conditioned upon the performance or nonperformance by Energy
Northwest, Bonneville or any Participant under the Net Billing Agreements or any other agreement or instrument.

Net Billed Projects. The Columbia Generating Station (“Columbia”) is an operating nuclear electric generating
station located about 160 miles southeast of Seattle, Washington, near Richland, Washington on the U.S.
Department of Energy’s (“DOE”) Hanford Reservation. The site has been leased from DOE for a term of 50 years
commencing July 1, 1972, with options to extend the lease for two consecutive ten-year periods.

Columbia commenced commercial operation in 1984 and has a net design electrical rating of 1,153 megawatts.
Columbia consists of a General Electric Company-designed boiling water reactor and nuclear steam supply system,
a Westinghouse turbine-generator and the necessary transformer, switching and transmission facilities to deliver the
output to the transmission facilities of the Federal System located in the vicinity of Columbia. The entire capability
of Columbia has been acquired by Bonneville under the Columbia Net Billing Agreements.

Project 1 is a terminated, partially completed nuclear electric generating project located about 160 miles southeast of
Seattle, Washington, on DOE’s Hanford Reservation, approximately one and one-half miles east of Columbia. In
May 1994, Energy Northwest’s Board of Directors adopted a resolution terminating Project 1. After termination,
Energy Northwest proceeded to offer for sale assets in the form of uninstalled operating equipment and construction
materials in light of the fact that there was no market for the sale of Project 1 in its entirety. Certain of these assets
have been sold. Energy Northwest has been planning for the demolition of Project 1 and restoration of the site.

Project 3 is a terminated, partially complete nuclear electric generating project located in southeastern Grays Harbor
County, Washington, approximately 70 miles southwest of Seattle, Washington. In May 1994, Energy Northwest’s
Board of Directors adopted a resolution requesting the termination of Project 3. Project 3 was terminated in June
1994. Virtually all of the remaining project assets have been sold and the site ownership has been transferred to a
county development entity.

Site Restoration of Project 1. Energy Northwest’s Project 1 shares a common site lease from DOE with Energy
Northwest’s terminated Nuclear Project No. 4 (Project 4). Project 4 is one of two generating stations for which
Energy Northwest (formerly, Washington Public Power Supply System) issued bonds that were subsequently unpaid
and placed in default when the Washington State Supreme Court found that certain underlying contracts among
various utility participants (not including Bonneville) were invalid under Washington State law. Since Project 4 has
virtually no assets to fund site restoration and because it shares a common site lease with Project 1, there is some
uncertainty in the view of the Washington State Energy Facilities Siting Council (“EFSEC”) about the legal
responsibility that Project 1 may have for Project 4 site restoration.

Site restoration requirements for Projects 1 and 4 are governed by site certification agreements between Energy
Northwest and the State of Washington and regulations adopted by EFSEC and a lease agreement with DOE.
Energy Northwest submitted a site restoration plan to EFSEC on March 8, 1995, which complied with EFSEC
requirements to remove the assets and restore the sites by demolition, burial, entombment or other techniques such
that the sites pose minimal hazard to the public. EFSEC conditionally approved the site restoration plan on
June 12, 1995.

Bonneville, Energy Northwest, EFSEC and DOE have negotiated a proposed agreement concerning site restoration
for Projects 1 and 4. Bonneville, DOE, and Energy Northwest have signed the proposed agreement and await a
signature by an authorized official representing EFSEC. The proposed agreement would require that Bonneville
fund site remediation of Projects 1 and 4 in return for a commitment on a level of site remediation that is less
expensive than maximum level of site restoration considered by EFSEC. The total cost of the level of remediation
under the proposed agreement has been estimated at $45 million (calendar year 2003 dollars).

With the exception of near-term remediation compatible with reuse (approximately $3 million to $4 million
expended within 24 months of approval of the remediation plan by EFSEC), assuming execution and delivery of the
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agreement by all parties, Bonneville would probably defer the remediation obligation for about 20 years as permitted
by the proposed agreement, leaving the sites and the structures available for potential reuse.

To meet its proposed financial commitment for remediation, Bonneville expects to place funds in a separate
interest-bearing trust account in order to have sufficient funds for the eventual final remediation. Bonneville’s site
remediation obligation, if reuse of the sites and structures does not occur, would not be conditioned on the adequacy
of funds in the trust account.

Customers and Other Power Contract Parties of Bonneville’s Power Business Line

Historically, Bonneville has had power sales and related contracts with four main classes of customers: Preference
Customers, DSIs, Regional IOUs and extra-Regional customers. Bonneville also sells relatively small amounts of
power to several federal agencies within the Region. The revenues derived from these customers provide
Bonneville with a large portion of the funds needed to pay its costs. For information regarding the relative amounts
of customer revenue and other information, see the table entitled “Federal System Statement of Revenues and
Expenses” under “BONNEVILLE FINANCIAL OPERATIONS — Historical Federal System Financial Data.”
Bonneville also earns revenues from the provision of transmission service to the foregoing and other customers. See
“TRANSMISSION BUSINESS LINE — Bonneville’s Transmission System.”

Credit risk may be concentrated to the extent that one or more groups of counterparties, including purchasers and
sellers, in power transactions with Bonneville have similar economic, industry or other characteristics that would
cause their ability to meet contractual obligations to be similarly affected by changes in market or other conditions.
In addition, credit risk includes not only the risk that a counterparty may default due to circumstances relating
directly to it, but also the risk that a counterparty may default due to the circumstances which relate to other market
participants which have a direct or indirect relationship with such counterparty. Bonneville seeks to mitigate credit
risk (and concentrations thereof) by applying specific eligibility criteria to prospective counterparties. However,
despite mitigation efforts, defaults by counterparties occur from time to time. To date, no such default has had a
material adverse effect on Bonneville. Bonneville continues to actively monitor the creditworthiness of
counterparties with whom it executes wholesale energy transactions and uses a variety of risk mitigation techniques
to limit its exposure where it believes appropriate.

Preference Customers

Preference Customers, which consist of qualifying publicly-owned utilities and consumer-owned electric
cooperatives (including the District) within the Region, are entitled to a statutory preference and priority (the “Public
Preference”) in the purchase of available Federal System power. These customers are eligible to purchase power at
Bonneville’s “Priority Firm Rate” (or, “PF Rate”) for most of their loads, and as a class are Bonneville’s principal
customer base. Under the Public Preference, Bonneville must meet a Preference Customer’s request for available
Federal System power in preference to a competing request from a non-preference entity for the same power. In the
opinion of Bonneville’s General Counsel, the Public Preference does not compel Bonneville to lower the offered
price of uncommitted surplus Bonneville power to Preference Customers before meeting a competing request at a
higher price for such uncommitted power from a non-preference entity.

Some Regional public bodies served by Regional IOUs are now seeking to form public body utilities to qualify as
Preference Customers and obtain priority access to electric power from Bonneville. These public bodies include
municipalities and port districts. Under the Subscription process, Bonneville received conforming requests from and
signed contingent contracts with four such entities. Under Subscription, about 75 average megawatts of firm power
at the Priority Firm rates were reserved for, and are now provided to, such new entities.

Direct Service Industrial Customers
Bonneville may, but is not required to, offer to sell power to a limited number of DSIs within the Region for the
purchase of power for their direct consumption. For several years prior to 1995, Bonneville’s annual DSI firm loads

averaged approximately 2800 average megawatts. Through the implementation of the Subscription Strategy,
Bonneville signed contracts with eight DSI companies to serve about 1500 average megawatts of loads for the five
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years beginning October 1, 2001; however, the amount of power now being purchased by the DSIs is substantially
less than the initially contracted amount. See “Certain Statutes and Other Matters Affecting Bonneville’s Power
Business Line — Power Marketing in the Period After Fiscal Year 2001 — DSI Loads.”

Regional Investor-Owned Utilities

As part of Bonneville’s Subscription Strategy, Bonneville entered into certain agreements, as amended, with all six
of the Regional IOUs in settlement of Bonneville’s statutory obligation to provide benefits under the Residential
Exchange Program for specified periods beginning October 1, 2001. See “— Certain Statutes and Other Matters
Affecting Bonneville’s Power Business Line — Residential Exchange Program,” “— Power Marketing in the Period
After Fiscal Year 2001” and “BONNEVILLE FINANCIAL OPERATIONS — Historical Federal System Financial
Data.”

Bonneville provides firm power to the Regional IOUs under contracts other than long-term firm requirements power
sales contracts. Bonneville also sells substantial amounts of peaking capacity to Regional IOUs.

Exports of Surplus Power to the Pacific Southwest

Bonneville sells and exchanges power via the Pacific Northwest-Pacific Southwest Intertie (the “Southern Intertie”)
transmission lines to Pacific Southwest utilities, power marketers and other entities, which use most of such power
to serve California loads. These sales and exchanges are composed of firm power and non-firm energy surplus to
Bonneville’s Regional requirements. Exports of Bonneville power for use outside the Pacific Northwest are subject
to a statutory requirement that Bonneville offer such power for sale to Regional utilities to meet Regional loads
before offering such power to a customer outside the Region. However, in the opinion of Bonneville’s General
Counsel, Bonneville is not required to reduce the rate of proposed export sales to meet a Northwest customer’s
request if the proposed export sale is at a higher FERC-approved rate than the Northwest customer is willing to pay.

In addition, Bonneville’s contracts for firm energy and peaking capacity sales outside the Region include, as
required by the Regional Preference Act, recall provisions that enable Bonneville to terminate such sales, upon
advance notice, if needed to meet Bonneville customers’ power requirements in the Region. With certain limited
exceptions, Bonneville’s sales of Federal System power out of the Region are subject to termination on 60 days’
notice in the case of energy and on 60 months’ notice in the case of peaking capacity. These rights help Bonneville
assure that the power needs of its Regional customers are met. Power exchange contracts are not required to contain
the Regional recall provisions.

In 1995, in view of the Regional load diversification away from Bonneville that was then occurring, Congress
enacted a law that authorized Bonneville to sell for export out of the Region a limited amount of power
unencumbered to a degree by the Regional Preference recall rights. Bonneville entered into a number of such excess
federal power contracts that have remaining terms requiring Bonneville to export power after October 1, 2001.
Bonneville does not expect to have substantial new amounts of such excess federal power to sell during the five-year
rate period beginning October 1, 2001. See “BONNEVILLE LITIGATION — M-S-R Public Power Agency, et
al., v. Bonneville Power Administration.”

Pacific Southwest utilities typically account for the greatest share of purchases of seasonal surplus energy from
Bonneville and these sales account for the greatest share of revenues from Bonneville’s exports. The amount of
seasonal surplus energy that Bonneville has available to export depends on precipitation and other power supply
factors in the Northwest, the available transmission capacity of the Southern Intertie, the attributes of restructured
power markets in the Pacific Southwest and other factors that may constrain exports notwithstanding the availability
of power.

While Bonneville designs its power rates, including its rates for out-of-Region power sales, to recover its costs, it
does so with flexible price levels that enable Bonneville to make additional sales in a competitive marketplace.
Revenues that Bonneville obtains from exporting power out of the Region depend on market conditions and the
resulting prices. These revenues are affected by the weather and other factors that affect demand in the Pacific
Southwest and the cost and availability of alternatives to Bonneville’s power. The cost of alternative power is
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frequently dependent on other electric energy suppliers’ resource costs such as the cost of hydro, coal, oil and
natural gas-fired generation. Bonneville believes that if its power sales in the Region were to decline, any resulting
surplus of power could be sold to the Pacific Southwest. Such sales may be limited, however, by Southern Intertie
capacity and other factors.

Effect on Bonneville of Developments In California Power Markets

California power markets experienced historically high power prices and volatility in the period 1999-2001. For
much of that period, the California investor-owned utilities (the “Cal-IOUs”), were faced with having a cap on the
rates that they could charge their customers while being required to purchase virtually all of their power
requirements at prices that were multiples of the rates they could charge.

The weakened financial positions of the Cal-IOUs, particularly Pacific Gas & Electric (PG&E), which filed for
protection under federal bankruptcy laws in April 2001, and Southern California Edison (SCE), also affected the
financial condition of two entities with central roles in the restructuring of California’s electric power industry. One
such entity is the California Independent System Operator (“Cal-ISO”), a nonprofit entity that operates, but does not
own, most transmission in the state and is responsible for assuring reliable transmission to the Cal-IOUs and others.
By far the largest users of the Cal-ISO’s services and hence the largest revenue sources for the Cal-ISO were the
Cal-I0Us. Defaults by PG&E and SCE in payments for energy and transmission have resulted in concerns by
energy suppliers that the Cal-ISO may not be a creditworthy supplier, and led to the intervention by the State of
California as purchaser of electric power to supply consumers served by the Cal-IOUs.

The second such entity is the nonprofit California Power Exchange (“Cal-PX”), which suspended operations on
January 31, 2001 but was theretofore responsible for operating a day-ahead power exchange through which the
Cal-IOUs were obligated to purchase virtually all of their power requirements. As a consequence of the continued
operation of the exchange during periods of unprecedented high market prices when the Cal-IOUs’ retail rates could
not recover the market prices for power, the Cal-PX has substantial outstanding payment obligations due from the
Cal-10Us. The Cal-PX filed for bankruptcy protection in March 2001.

Bonneville entered into certain power sales through the Cal-PX for which Bonneville is due payment but has not yet
been paid. Bonneville ceased selling into the Cal-PX in December 2000. In addition, through January 10, 2001,
Bonneville sold power and related service to the Cal-ISO to help it maintain transmission reliability in California.
The Cal-ISO has outstanding payment obligations to Bonneville for such purchases. Bonneville also has a
long-term seasonal power exchange agreement with SCE. Bonneville estimates that its total exposure for sales and
exchanges with the foregoing California parties arising since October 1, 2000, is about $90 million. Based on its
current evaluation, Bonneville recorded provisions for uncollectible amounts, which in management’s best estimate
are sufficient to cover any potential exposure. Nonetheless, Bonneville is continuing to pursue collection of all
amounts due in bankruptcy and other proceedings.

In connection with the historically high power prices and volatility in West Coast power markets, FERC has
initiated two separate proceedings to address, under the Federal Power Act, whether certain power sellers charged
unjust and unreasonable prices and therefore should refund to power purchasers any amounts overcharged.
Bonneville is participating in both proceedings.

In the first proceeding, FERC is reviewing the extent to which the prices of power sales through the Cal-PX and to
the Cal-ISO were “unjust and unreasonable” in the period October 2, 2000 to June 19, 2001. In this proceeding,
FERC has concluded that unjust and unreasonable pricing in fact occurred. FERC bifurcated the proceeding and
conducted a hearing before an Administrative Law Judge (ALJ) in March 2002 to determine a pricing structure that
approximates a competitive market. FERC, through the ALJ, conducted a second hearing in August 2002 to
determine the amount of refund liability of various power sellers that participated in such sales. Bonneville was a
net seller through the Cal-PX and to the Cal-ISO during the period at issue. On December 12, 2002, the ALJ issued
Proposed Findings related to the March and August phases of the hearing. The Proposed Findings are subject to
review by FERC. The exact amount of any refund liability and a determination of who owes what to whom will be
determined in a compliance filing that is yet to be scheduled. Despite the issuance of the Proposed Findings,
Bonneville cannot predict with any accuracy the amount of refund liability against Bonneville because the actual
calculation must be determined through the settlement computer systems of the Cal-ISO and Cal-PX. However,
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based upon prior calculations of refund liability and the impact of the Proposed Findings on these earlier
calculations, Bonneville believes that the amount of any refunds determined by FERC against Bonneville would be
substantially less than the unpaid amounts owed to Bonneville by the Cal-PX and the Cal-ISO. Under prior rulings
by FERC, this should result in a net payment owed to Bonneville.

In the second proceeding, FERC is reviewing the extent to which the pricing of power sales in the bilateral “spot
market” in the Pacific Northwest was “unjust and unreasonable” in the period December 25, 2000 through
June 19, 2001. FERC has indicated that if it were to find that power sellers exacted unjust and unreasonable prices
during this period, FERC would undertake a subsequent proceeding to determine refund liability.

FERC held a hearing in early September 2001 in this proceeding. On September 24, 2001, the presiding judge made
recommendations to FERC concluding, among other things, that the prices charged in the bilateral “spot market” in
the Pacific Northwest during the relevant period were not unjust and unreasonable, that refunds should not be
ordered, and that FERC should conduct no further hearings and should terminate the proceeding. In addition, the
presiding judge found that the reasoning that underlies the assertion of FERC’s refund authority over power sales
from Bonneville and other non-jurisdictional utilities to the Cal-ISO and through the Cal-PX markets in the first
proceeding does not apply to bilateral power sales of such utilities in the Pacific Northwest. FERC has not yet ruled
on the presiding judge’s recommendations.

While Bonneville is a participant in the foregoing refund proceedings, Bonneville has taken the position before
FERC in certain petitions for rehearing that FERC has no jurisdiction over Bonneville in this matter under the
Federal Power Act, and therefore that FERC may not assess refund liability against Bonneville. Several other
non-jurisdictional utilities have also filed petitions for rehearing challenging FERC’s assertion of jurisdiction over
them in this matter. On December 19, 2001, FERC rejected Bonneville’s and the other nonjurisdictional utilities’
petitions. Several nonjurisdictional utilities, including Bonneville, have filed appeals in Federal appellate court.

In a related matter, on February 13, 2002, FERC announced that it was initiating an investigation by FERC staff into
whether any entity, including Bonneville, manipulated short-term electric power and natural gas prices in the West
or otherwise exercised undue influence over wholesale prices in the West, from the period January 1, 2000 forward.
The order directing the investigation does not specify the remedial actions that FERC may implement or attempt to
implement in the event it were to conclude that price manipulation or undue influence over prices in fact occurred.
See “— Effect on Bonneville of the Enron Bankruptcy” immediately below.

In March 2003, FERC issued an order in the California Refund docket increasing the potential refund liability of
participants, including Bonneville, to the proceeding. The increase is due to the substitution of producing area
natural gas prices in place of the California gas index prices previously used in the calculation. Bonneville estimates
that this could increase Bonneville’s refund exposure, although the actual refund exposure to Bonneville remains
uncertain. Assuming Bonneville’s estimate of its refund exposure is correct, Bonneville’s aggregate refund
exposure would still be less than the amount owed to Bonneville by the Cal-ISO and Cal-PX.

Effect on Bonneville of the Enron Bankruptcy

On December 2, 2001, Enron Corp. and a number of its subsidiaries, including Enron Power Marketing Incorporated
(“EPMI”), filed for bankruptcy protection under federal bankruptcy laws. At the time, EPMI was Bonneville’s
second largest electric power trading counterparty and Bonneville and EPMI had between them about one hundred
separate transactions for forward sales and purchases of electric power. The parent, Enron Corp., guaranteed
performance of all of Bonneville’s power contracts with EPMI.

At the time of the bankruptcy filing, the aggregate amount of forward power transactions between Bonneville and
EPMI exceeded 400 megawatts annually on average over the five years ending September 30, 2006. Under certain
of the transactions, Bonneville agreed to sell power to EPMI and under other transactions, Bonneville agreed to
purchase power from EPMI.

On March 20, 2003 the Enron Bankruptcy Court, the U.S. District Court for the Southern District of New York,
approved in advance a proposed settlement of all claims relating to all power sales and purchase agreements
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between Bonneville and Enron. On April 25, 2003, Bonneville and Enron entered into an agreement to settle all
claims between them relating to all power sales and purchase agreements between Bonneville and Enron. Under the
settlement, Bonneville has agreed to cause to be paid to Enron a single lump sum payment of approximately
$99 million, which reflects a discount in Bonneville’s favor in the mark-to-market value of the remaining terms of
the power transactions. The settlement agreement further provides that all of the claims and obligations of the parties
with respect to the foregoing transactions are extinguished.

The lump sum payment to Enron was provided by the United States Treasury from the Judgment Fund on June 12,
2003. The Judgment Fund is a continuing, indefinite appropriation by Congress for the payment of certain claims
and settlements involving the United States and certain of its agencies and instrumentalities. Bonneville is obligated
to reimburse the United States Treasury for such payments and the reimbursement terms with the United States
Treasury provide that Bonneville will make full repayment, together with interest, by the end of December 2006.
This repayment period coincides roughly with the original final payment term of the related Enron power
transactions.

The anticipated schedule of Bonneville’s reimbursement payments to the United States Treasury are substantially
less than the net payments Bonneville would have otherwise made to Enron had the power transactions continued to
their original expiration dates. In addition, Bonneville estimates that it has a surplus of firm power through fiscal
year 2006. Thus, Bonneville believes that the extinguishment of Enron’s obligation to sell power to Bonneville will
not have an adverse effect on Bonneville’s ability to meet its contracted load obligations through fiscal year 2006.

Portland General Electric Company (“Portland General”), which is a Regional IOU as described herein and a
contract party with Bonneville in several transactions, is a wholly owned subsidiary of Enron Corp. Portland
General has not filed for bankruptcy protection. While Portland General has indicated that it has taken steps, with
the consent of the bankruptcy court, to insulate itself and its assets from the Enron bankruptcy, Bonneville cannot
provide any assurance whether such steps will in fact protect Portland General in the bankruptcy proceeding. As part
of the bankruptcy proceeding Enron Corp. has solicited proposals for the purchase of Portland General. Bonneville
continues to monitor Portland General’s creditworthiness.

Certain Statutes and Other Matters Affecting Bonneville’s Power Business Line
Bonneville’s Obligation to Meet Certain Firm Power Requirements in the Region

The Northwest Power Act requires Bonneville to meet certain firm loads in the Region placed on Bonneville by
contract by various Preference Customers and Regional IOUs. Bonneville does not have a statutory obligation to
meet all firm loads within the Region or to enter into contracts to sell any power directly to a DSI after fiscal
year 2001.

Under the Northwest Power Act, when requested, Bonneville must offer to sell to each eligible utility, which
includes Preference Customers and Regional IOUs, sufficient power to meet that portion of the utility’s Regional
firm power loads that it requests Bonneville to meet. The extent of Bonneville’s obligation to meet the firm loads of
a requesting utility is determined by the amount by which the utility’s firm power loads exceed (1) the capability of
the utility’s firm peaking capacity and energy resources used in operating year 1979 to serve its own loads; and
(2) such other resources as the utility determines, pursuant to its power sales contract with Bonneville, will be used
to serve the utility’s firm loads in the Region. If Bonneville has or expects to have inadequate power to meet all of
its contractual obligations to its customers, certain statutory and contractual provisions allow for the allocation of
available power.

As required by law, Bonneville’s power sales contracts with Regional utilities contain provisions that require prior
notice by the utility before it may use, or discontinue using, a generating resource to serve such utility’s own firm
loads in the Region. The amount of notice required depends on whether Bonneville has a firm power surplus and
whether the Regional utility’s generating resource is being added to serve or withdrawn from serving the utility’s
own firm load. These provisions are designed to give Bonneville advance notice of the need to obtain additional
resources or take other steps to meet such load.
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Some of Bonneville’s Preference Customers and all of its Regional IOU customers have generating resources, which
they may use to meet their firm loads in the Region. Under requirements power sales contracts that expired in fiscal
year 2001, each of these customers had to identify annually the amount of its loads it would meet with its own
resources, thereby providing Bonneville with advance notice of the need to add resources or take other steps to meet
these loads. These provisions are also included in all Subscription Agreements under which Bonneville has a load
following obligation. In connection with its Subscription Strategy, Bonneville tendered proposed requirements
power sales contracts to each of the Regional IOUs for specified periods following the expiration of the IOUSs’
requirements contracts at the end of fiscal year 2001. All of the Regional IOUs elected not to execute such
agreements.

As required by law, Bonneville’s power sales contracts with Regional utilities also include provisions that enable
Bonneville, after giving notice, to allocate Federal System power, in accordance with statutory provisions, among its
customers if Bonneville determines that it will have insufficient power, on a planning basis, to meet its firm load
obligation. Bonneville does not anticipate experiencing a shortage of firm power that would require an allocation
pursuant to these provisions. Bonneville’s Subscription Strategy defines Bonneville’s power-marketing program for
the next five to ten years and seeks to extend the benefits of low-cost Federal System power widely throughout the
Region. Among other things, the Subscription Strategy is intended to assure that Bonneville meets its statutory load
obligations in the Region and avoids a resource planning insufficiency that would lead Bonneville to propose an
allocation of Federal System power among its Regional customers. See “— Power Marketing in the Period After
Fiscal Year 2001.”

Although Bonneville has contracts to sell firm power to extra-Regional customers, Bonneville is not required by law
to offer contracts to meet these customers’ firm loads. Similarly, Bonneville provides firm power to certain federal
agencies within the Region; however, Bonneville is not required by law to offer to meet these agencies’ firm loads.

Federal System [oad/Resource Balance. In order to determine whether Bonneville will have to obtain additional
electric power resources on a planning basis, and to determine the amount of firm power that Bonneville may have
to market apart from committed loads, Bonneville periodically estimates the amount of load that it will be required
to meet under its contracts.

Bonneville’s loads and resources are subject to a number of uncertainties over the coming years. Among these
uncertainties are: (i) the level of loads and types of loads placed on Bonneville in the Subscription contract and
power rate development process; (ii) the amount of augmentation purchases that Bonneville will have to make to
meet Subscription loads; (iii) future non-power operating requirements from future biological opinions or
amendments to biological opinions; (iv) the availability of new generation resources or contract purchases available
in the Pacific Northwest to meet future Regional loads; (v) changes in the regulation of power markets at the
wholesale and retail level; and (vi) the overall load growth from population changes and economic activity within
the Region.

Bonneville had estimated that its loads for the five years beginning October 1, 2001 (pre-existing obligations during
such period plus anticipated Subscription loads) could exceed Federal System generation resources. Bonneville
made power purchases in the market to address a portion of this potential shortfall, however, prices soared in the
highly volatile deregulated wholesale power market. At the higher prices, Bonneville could not meet all obligations
and maintain the initial base rate levels proposed in the Subscription process. To address the volatility of the
wholesale power market, Bonneville negotiated amendments to certain Subscription contracts and proposed related
rates, which incorporate: 1) cost recovery measures tied to the wholesale market price for power purchased by
Bonneville to meet Subscription loads; and 2) reductions in Bonneville’s power sales obligations through a
combination of contracted load reductions and energy conservation measures. There are a number of variables that
will affect the exact amount of load Bonneville will be required to serve during the five years beginning
October 1,2001. Customers have limited contract rights to withdraw from the Subscription contracts. See “—
Power Marketing in the Period After Fiscal Year 2001.” In addition, the contracted load reductions have various
terms, but in no case do they extend past the end of fiscal year 2006. Thereafter, it is uncertain how much of that
load will revert back to Bonneville. Among other things, the price of alternative power, load growth, and aluminum
prices could affect Bonneville’s power sales obligations, particularly in the later portion of the five-year rate period.
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Bonneville’s Authority to Add Resources. In order to meet the foregoing power sales obligations, Bonneville may
have to obtain electric power from sources other than the Federal System hydroelectric projects, existing contract
purchases and projects, such as the Columbia Generating Station, the capability of which Bonneville has previously
acquired. By law, Bonneville may not own or construct generating facilities. However, the Northwest Power Act
authorizes Bonneville to acquire resources to serve firm loads pursuant to certain procedures and standards set forth
in the Northwest Power Act. “Resources” are defined in the Northwest Power Act to mean: (1) electric power,
including the actual or planned electric power capability of generating facilities; or (2) the actual or planned load
reduction resulting from direct application of a renewable resource by a consumer, or from conservation measures.
“Conservation” is defined in the Northwest Power Act to mean measures to reduce electric power consumption as a
result of increased efficiency of energy use, production or distribution.

Bonneville’s statutory responsibility to meet its firm power contractual obligations may lead Bonneville to acquire
additional power and conservation resources. The extent to which Bonneville does so will depend on the effects of
the competitive wholesale electric power market, load growth and other factors.

The acquisition of resources under the standards and procedures of the Northwest Power Act, however, is not the
sole method by which Bonneville may meet its power requirements. Other methods are available. These include,
but are not limited to: (1) exchange of surplus Bonneville peaking capacity for firm energy; (2) receipt of additional
power from improvements at federally and non-federally owned generating facilities; and (3) purchase of power
under the Transmission System Act for periods of less than five years.

Bonneville’s resource acquisitions under the Northwest Power Act are guided by a Regional conservation and
electric power plan (the “Power Plan”) prepared by the Pacific Northwest Electric Power and Conservation Planning
Council (the “Council”). The governors of the states of Washington, Oregon, Montana and Idaho each appoint two
members to the Council. The Power Plan sets forth guidance for Bonneville regarding implementing conservation
measures and developing generating resources to meet Bonneville’s Regional load obligations.

Bonneville’s Resource Strategies. Increased competition, deregulation in the electric power market and loss of
hydropower flexibility due to ESA constraints have major implications for Bonneville’s resource acquisition
strategy. Given long-term load placement uncertainty, any resource investment that involves irrevocable, high fixed
costs over a period longer than Bonneville’s contracted load obligation is much riskier than it would have been in
the past. Bonneville believes that, in general, new resources should have fixed costs that can be recovered over a
shorter period, should provide power in the times of the year when power is required, should be capable of being
displaced when hydroelectric power is available and should have costs that can be offset when hydroelectric power
is available. Therefore, Bonneville’s current resource strategy, in general, is to acquire resources that can
accommodate yearly fluctuations in Bonneville loads and that add flexibility to the system.

Short-term (less than five year) purchases are the only type of resource that meets this resource acquisition strategy.
Short-term purchases almost always will fit these conditions better than other resources, including long-term
combustion turbine resources, because purchases generally do not involve incurring high, long-term fixed costs.

One risk associated with a short-term purchase strategy is the potential for high spot market prices. In general, spot
market prices are high when energy demand is strong and coal and natural gas prices are high, although such prices
can also rise in dry years when there is comparatively little hydroelectric power available. Since Bonneville’s
resources are predominantly hydro-based while most other West Coast producers are natural gas-based, Bonneville
in general is at a competitive advantage when coal and gas prices are high.

A short-term purchase strategy can lead to fluctuating revenue requirements. In dry years, Bonneville’s revenue
requirement would increase as it would be forced to spend a significant amount of money for short-term purchases
to meet loads. In wet years, purchase requirements can be significantly reduced as Bonneville will meet more of its
load with non-firm hydroelectric power. Dependence on short-term purchases also may make access to transmission
a more important issue than reliability of generation.

Bonneville’s short-term purchase resource strategy is complemented by two other opportunities. First, Bonneville is

adding environmentally preferred, so-called “green power” resources. The bulk of these additional purchases is
likely to be from wind projects because of their relatively low cost and the expectation that the new wind projects
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can become operational within 12-18 months of a decision to proceed. While it is possible that Bonneville could
acquire up to about 1000 megawatts of wind resources, the amount of wind energy resources that Bonneville
ultimately purchases is uncertain and will depend on the outcome of studies in progress that will assess, among other
things, the impact of such an intermittent resource on power system operations. If there is a significant adverse
impact, then wind purchases may be limited to a far lesser amount. With regard to green power resources,
Bonneville has agreed to acquire a total of approximately 14.5 average megawatts from three wind energy projects
in Wyoming, 20 average megawatts from two wind energy projects in central Oregon, and 30 average megawatts
from a wind energy project on the eastern portion of the border between Oregon and Washington, 15 kilowatts from
a solar photovoltaic project in southern Oregon, and 38 kilowatts from a solar photovoltaic project located on the
Hanford Nuclear Reservation in Washington. These facilities are in operation. Bonneville has contracted to
purchase 49.9 megawatts from a geothermal project under construction in northern California and is considering
additional purchases from renewable energy resources. Second, Bonneville will encourage electric power
conservation measures by providing a 0.5 mills per kilowatt hour rate discount to its customers that implement
conservation measures and/or renewable resource projects. The discounts should result in about $40 million per
year (during the fiscal year 2002-2006 rate period) being spent on conservation and renewable resource initiatives
by customers. In addition, Bonneville is purchasing about 100 average megawatts of conservation savings through
fiscal year 2006 as part of its augmentation strategy. Any such resource development should lessen Bonneville’s
reliance on spot market power purchases.

Bonneville believes that this resource strategy over the long-term is stable and is the most cost-effective strategy
today given resource lead times, product demand uncertainty, and hydro system variability. In addition, the duration
of Bonneville’s recently executed Subscription power sales agreements, which have terms of five and ten years,
means that Bonneville is not necessarily assured that it will have long-term committed loads to support higher
incremental cost, long-term capital investments in resources having expected useful lives of 15 to 20 years or more.
Relying on short-term purchases for the time being does not necessarily preclude other resource acquisitions, if
needed, sometime in the future.

Under the Subscription Strategy, Bonneville substantially increased its contracted load obligation, which has led
Bonneville to make Augmentation Purchases. Consistent with the foregoing resource strategy, Bonneville has relied
primarily on and will rely primarily on short-term (five years or less) purchase agreements to meld with firm power
and seasonal surplus energy from the Federal System to meet these additional firm loads. See “— Power Marketing
in the Period After Fiscal Year 2001.” While Bonneville believes that existing Augmentation Purchases and other
actions to date will be sufficient to meet it is loads through fiscal year 2006, it is possible that it may have to make
additional power purchases if loads are substantially higher than expected or if the amount of power provided by
Federal System generating resources or existing power purchases declines unexpectedly.

Residential Exchange Program

The Northwest Power Act created the Residential Exchange Program to extend the benefits of low-cost federal
power to all residential and small farm power users in the Region. In effect, the program has resulted in cash
payments by Bonneville to exchanging utilities, who are required to pass the benefit of the cash payments through in
their entirety to eligible residential and small farm customers.

Under the Residential Exchange Program, Bonneville “purchases power” offered by an exchanging utility at its
“average system cost,” which is determined by Bonneville through the application of a methodology limiting the
costs that may be included in an exchanging utility’s average system cost to the production and transmission costs
that an exchanging utility incurs for power. Bonneville then offers an identical amount of power for “sale” to the
utility for the purpose of resale to the exchanging utility’s residential users. In reality, no power changes hands —
Bonneville makes cash payments to the exchanging utility in an amount determined by multiplying the exchanging
utility’s eligible residential load times the difference between the exchanging utility’s average system cost and
Bonneville’s applicable PF rate, if such PF rate is lower. See “MATTERS RELATING TO THE POWER AND
TRANSMISSION BUSINESS LINES — Bonneville Ratemaking and Rates.” The net costs of the Residential
Exchange Program are shown in the Federal System Statement of Revenues and Expenses set forth under
“BONNEVILLE FINANCIAL OPERATIONS — Historical Federal System Financial Data.”
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As part of the Subscription Strategy, Bonneville signed agreements with the Regional IOUs to settle Bonneville’s
Residential Exchange obligation for the period July 1, 2001 through September 30, 2011. These agreements provide
for both sales of power and cash payments to the Regional IOUs. See “— Power Marketing in the Period After
Fiscal Year 2001.”

Fish and Wildlife

The Northwest Power Act directs Bonneville to protect, mitigate and enhance fish and wildlife resources to the
extent they are affected by federal hydroelectric projects on the Columbia River and its tributaries. Bonneville
makes expenditures and incurs other costs for fish and wildlife consistent with the Northwest Power Act and the
Council’s Columbia River Basin Fish and Wildlife Program (the “Council Program”). In addition, in the wake of
certain listings of fish species under the ESA as threatened or endangered, Bonneville is financially responsible for
expenditures and other costs arising from conformance with the ESA and certain biological opinions prepared by the
National Oceanographic and Atmospheric Administration — Fisheries (“NOAA Fisheries,” which is a part of the
U.S. Department of Commerce and which was formerly known as National Marine Fisheries Service) and the U.S.
Department of Interior acting through the U.S. Fish and Wildlife Service (“Fish and Wildlife Service”) in
furtherance of the ESA.

Bonneville typically funds fish and wildlife mitigation through several mechanisms. Since the creation of the
Federal System, Bonneville has repaid the United States Treasury the share of the costs of mitigation by the Corps
and the Bureau that is allocated by law or pursuant to policies promulgated by FERC’s predecessor to the federal
projects’ power purpose (as opposed to other project purposes such as irrigation, navigation and flood control).
These measures mitigate for the impact on fish and wildlife of the construction and operation of hydroelectric dams
of the Federal System.

Bonneville also implements and funds measures proposed in the Council Program, which the Council periodically
amends. The Council Program calls for a variety of mitigation measures from habitat protection to mainstem
Columbia River and Snake River flow targets. When such measures affect the operation of the Federal System and
force Bonneville to purchase power to fulfill contractual demands or to spill water and thereby forgo generation of
electricity, for instance, those financial losses are counted as measures funded by Bonneville. While many of the
measures in the Council’s Program are integrated with and form a substantial portion of the measures undertaken by
Bonneville in connection with the ESA, the Council’s Program measures, especially those designed to benefit
species not listed under the ESA, are in addition to ESA-directed measures. See “— Council’s Fish and Wildlife
Program.”

Bonneville’s fish and wildlife costs fall into two main categories, “Direct Costs” and “Operational Impacts,” both of
which are driven primarily by ESA requirements. Direct Costs include: (i) “Integrated Program Costs,” which are
the costs to Bonneville of implementing the Council Program, and which include expense and capital components
for ESA—related and some non-ESA-related measures that are located at sites away from the Federal System dams;
(1) “Expenses for Recovery of Capital,” which include depreciation, amortization and interest expenses for fish and
wildlife capital investments by the Corps, Bureau and Bonneville; and, (iii) “Other Entities” O&M,” which include
fish and wildlife O&M costs of the Fish and Wildlife Service for the Lower Snake River Hatcheries and of the
Corps and Bureau for Federal System projects.

“Operational Impacts” include “Replacement Power Purchase Costs” and “Foregone Power Revenues.”
Replacement Power Purchase Costs are the costs of certain power purchases made by Bonneville that are
attributable to river operations in aid of fish and wildlife. To determine these costs in a given year, Bonneville
compares the actual hydroelectric generation in such year against the hydroelectric generation that would have been
produced had the hydroelectric system been operated without any fish and wildlife operating constraints. To the
extent that this comparison indicates that Bonneville made a power purchase to meet load, which purchase
Bonneville would not have had to make had the river been operated free of fish constraints, Bonneville accounts for
such value as a fish and wildlife cost. “Foregone Power Revenues,” are revenues that would have been earned
absent changes in hydroelectric system operations attributable to fish and wildlife.

Bonneville estimates that in aggregate, Direct Costs and Replacement Power Purchase Costs were about
$419 million in fiscal year 2002. In addition, Bonneville estimates that it had about $12 million in Foregone Power
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Revenues. The total of the preceding costs is within the range of such costs provided under the 1998 Guidance, as
described in “— 1998 Guidance Regarding Fish and Wildlife Costs,” and within the range assumed in the 2002
Final Power Rate Proposal.

The Endangered Species Act. As noted above, Bonneville, the Corps and the Bureau are subject to the
ESA. To a great extent, compliance with the ESA determines how the Federal System is operated for fish and
dominates most fish and wildlife planning and activities. The listings have resulted in major changes in the
operation of the Federal System hydroelectric projects and a substantial loss of flexibility to operate the Federal
System for power generation. Apart from changes in Federal System operations that adversely affect power
generation, compliance with the ESA has also resulted in additional Federal System costs in the form of
non-operational measures funded from Bonneville revenues.

Among other things, the ESA requires that federal agencies such as Bonneville, the Corps and the Bureau, take no
action that would jeopardize the continued existence of listed species or result in the destruction or adverse
modification of their critical habitat. Since 1991, there have been listed as threatened or endangered under the ESA
12 species of anadromous fish (salmon and steelhead) that are affected by operation of the Federal System. It is
possible that other species may be listed or proposed for listing in the future. In general, the effect of the listing of
the fish species under the ESA, and certain other operating requirements resulting from Bonneville’s fish and
wildlife obligations under the Northwest Power Act, is that, except in emergencies, the Federal System is now
operated for power production after meeting needs for flood control and the protection of ESA-listed fish.

In connection with the listing of these species, NOAA Fisheries has prepared certain biological opinions addressing
the listed species. The biological opinions provide information that Bonneville, the Corps and the Bureau can use to
ensure that their actions with respect to the operation of the Federal System satisfy the ESA. By acting consistently
with the biological opinions, Bonneville, the Corps and the Bureau generally demonstrate that jeopardy to listed
species is being avoided. Specifically, Bonneville, the Corps and the Bureau have chosen to implement certain
specified measures recommended in the biological opinions as being necessary to avoid jeopardy. The adequacy of
the biological opinions and their implementation are subject to and have been subjected to, judicial review.

Operation of the Federal System consistent with the biological opinions has resulted in two principal changes in
power generation. First, depending on water conditions, water that would otherwise be run through turbines to
generate electricity may be spilled to aid in downstream fish migration without producing electric energy. Second,
less water may be stored in the upstream reservoirs for fall and winter electric generation because more water is
committed to use in the spring and summer to increase flows to aid downstream fish migration.

Consequently, there is relatively less water available for hydroelectric generation in the fall and winter and more
water available in the spring and summer. Because of these changes, under certain water conditions, Bonneville has
had to, and may have to, purchase additional energy for the fall and winter to meet load commitments than would
otherwise have been met with the hydroelectric system. In addition, the flow changes have meant that Bonneville
has had comparatively more surplus energy to market in the spring and summer. Bonneville estimates that the
impact of operating the Federal System in conformance with the biological opinions and the Council Program, as in
effect as of the beginning of fiscal year 2000, decreased Federal System generation capability by about 1000 average
megawatts, assuming average water conditions, from levels immediately preceding the issuance of the first
biological opinion in 1995. The consequences of this decrement in generation are reflected in the Replacement
Power Purchase Costs and Foregone Power Revenues described above.

While in calendar years 1999-2001 the seasonal variance in market prices of electric power was substantially less
pronounced, historically, power prices in the Northwest have been much higher in the winter because of higher
regional heating requirements and lower in the spring and summer as those requirements abated. Thus, flows in aid
of fish have resulted in a reduction in the amount of power generally, and reduced the amount of power in high
winter load portions of the year when power has typically had greater economic value.

These ESA listings and related actions to protect listed species and their habitat have also resulted in substantial
cost increases to Bonneville. Prior to the initial ESA listings, Bonneville fish costs increased from about $20 million
in fiscal year 1981 to $150 million in fiscal year 1991. After the issuance of the first biological opinion affecting
Federal System operations, Bonneville’s fish and wildlife costs, inclusive of Direct Costs and Operational Impacts
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rose to $399 million in 1995. As noted above, Bonneville estimates that the total of Direct Costs and Operational
Impacts in fiscal year 2002 was about $430 million.

2000 Biological Opinion. In December 2000, NOAA Fisheries promulgated a new biological opinion
(“2000 Biological Opinion”) that superseded all previous opinions issued by it concerning the Federal System
hydroelectric dams. The 2000 Biological Opinion has been coordinated with a Fish and Wildlife Service biological
opinion issued in 2000 relating to certain other species and they are intended to be mutually consistent. The 2000
Biological Opinion includes a number of measures that will affect Federal System operations and dam
configurations in order to improve anadromous fish passage survival through the hydro system. In addition, the
2000 Biological Opinion calls for other measures from increased spill and additional flow requirements to extensive
Columbia River Basin-wide habitat protections and enhancement efforts and fish hatchery reforms.

Included among the 13 biological opinion alternatives around which Bonneville developed its 2002 Final Power
Rate Proposal were several that would have called for breaching four Federal System Snake River dams. The direct
cost of breaching the dams would be very high. In addition, the loss of the generation from the dams would
substantially affect the power generation capability of the Federal System, reducing current expected output by
approximately 1200 average megawatts under average water assumptions, resulting in significantly increased power
purchases and/or lost power sales. The 2000 Biological Opinion does not recommend implementation of dam
breaching. However, NOAA Fisheries indicates that if measurable improvements in survival of listed fish are not
seen, it may reinitiate formal consultations under the ESA with Bonneville, the Corps and the Bureau and
recommend that they pursue authority to breach the four dams. In the opinion of the General Counsel to Bonneville,
Congress would be required to enact legislation authorizing breaching of the dams.

The 2000 Biological Opinion sets forth a series of checkpoints to test the efficacy of programs identified therein to
aid listed fish species. The 2000 Biological Opinion anticipates full implementation by 2010. In calendar years
2003, 2005 and 2008, NOAA Fisheries is expected to issue reports documenting whether the reasonable and prudent
alternative measures identified in or to be developed under the 2000 Biological Opinion are on track or meet
expectations. The first such report, which is to be completed in the fall of 2003, is expected to evaluate overall
implementation of the reasonable and prudent alternative measures. The reports in year 2005 and year 2008 are
expected to evaluate whether the measures are (a) failing, (b) acceptable, or (c) between failing and acceptable, with
respect to (i) whether rolling one- and five-year plans for program implementation are on track, (ii) whether hydro
performance (measures to improve fish passage past dams) and offsite mitigation (improvement of hatcheries,
habitat and fish harvest) measures are on track, and (iii) whether the population status of listed species is on track.
Under the 2000 Biological Opinion, NOAA Fisheries indicates that the 2008 checkpoint in particular is expected to
focus on performance more than under the earlier checkpoints.

The 2000 Biological Opinion provides that if NOAA Fisheries concludes that there is a failure in these respects it
will recommend whether to continue with the reasonable and prudent alternatives described in the 2000 Biological
Opinion, revise them and/or recommend that the dam operators seek new legal authority from Congress. The new
authority to be sought could include authority to breach dams, among other authorities. If such authority were not
forthcoming, NOAA Fisheries indicates that it would then seek to reinitiate consultation pursuant to the ESA with
the Corps and the Bureau and Bonneville over their hydroelectric project operations and recommend a new
reasonable and prudent alternative for avoiding jeopardy to listed species.

A number of interests have filed litigation in connection with the 2000 Biological Opinion. In May 2003, the United
States District Court for the District of Oregon ruled that the 2000 Biological Opinion is inadequate because it relies
on offsite mitigation measures that are “not reasonably certain to occur.” In June 2003, the court remanded the 2000
Biological Opinion back to NOAA Fisheries to correct the deficiencies identified by the court. The court’s order
gives NOAA Fisheries a year to reconsider the biological opinion. To address the court’s concerns, it is possible
that a revised biological opinion may increase the forms and extent of mitigation measures beyond those required in
the 2000 Biological Opinion as reviewed by the court. If NOAA Fisheries were to include additional or expanded
measures in a new or amended biological opinion it is possible that substantial additional costs could be borne by
Bonneville. See “BONNEVILLE LITIGATION — ESA Litigation — National Wildlife Federation v. National
Marine Fisheries Service.”
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Federal Repayment Offsets For Certain Fish and Wildlife Costs Borne by Bonneville. In 1995, the United
States Treasury, the Office of Management and Budget, DOE and other agencies agreed to provide for certain
federal repayment credits to offset some of Bonneville’s fish and wildlife costs. The foregoing agencies agreed that
Bonneville would implement a previously unused provision of the Northwest Power Act, section 4(h)(10)(C). This
provision allows Bonneville to exercise its Northwest Power Act authorities to implement fish and wildlife
mitigation on behalf of all of a project’s Congressionally authorized purposes, such as irrigation, navigation, power
and flood control, then recoup (i.e., take a credit for) the portion allocated to non-power purposes. The agreement
also directs Bonneville to recoup certain Direct Costs and Replacement Power Purchase Costs. The amount of such
recoupments was about $354 million and $38.4 million in fiscal years 2001 and 2002, respectively. Bonneville
currently projects that the recoupments will be about $82 million in fiscal year 2003, but the actual amount will
depend to a great degree on actual hydroelectric generation results and market prices for electric energy through the
remainder of the fiscal year. These credits are treated as revenues in Bonneville’s ratemaking process, and such
recoupments are taken against Bonneville’s lowest priority financial obligation, its payments to the United States
Treasury. The recoupments are initially taken based on estimates and are subsequently modified to reflect actual
data.

In addition to agreeing to a protocol for the foregoing, annually realized 4(h)(10)(C) recoupments, the same federal
agencies also agreed in 1996 to establish a “Contingency Fund” to offset extraordinary revenue impacts from
operations were there to occur certain adverse court rulings relating to biological opinions, specified poor water
conditions and costs resulting from natural disasters or fishery emergencies. The source of the Contingency Fund is
amounts Bonneville had theretofore expended for the non-power portion of fish and wildlife costs but had not
recouped under section 4(h)(10)(C) against its payments to the United States Treasury. In 1997, Bonneville certified
that there were approximately $325 million in costs for past mitigation that had not been recouped against its
payments to the United States Treasury. Bonneville obtained access to the Contingency Fund for the first time at the
end of fiscal year 2001 in view of the poor water conditions that year, and applied about $247 million from the
Contingency Fund to reduce its fiscal year 2001 payments to the United States Treasury. The conditions governing
access to the Contingency Fund were not met in fiscal year 2002, leaving an unused balance of about $78 million in
the Contingency Fund. Bonneville is currently forecasting low water conditions in fiscal year 2003 and believes that
it will obtain access to the Contingency Fund this fiscal year. Nonetheless, it remains uncertain whether the criteria
for access to the Contingency Fund will be met this fiscal year.

1998 Guidance Regarding Fish Costs. In September 1998, the Clinton Administration announced Fish and
Wildlife Funding Principles (“1998 Guidance”). The 1998 Guidance permits Bonneville to continue to receive the
previously agreed to annual 4(h)(10)(C) recoupments. The 1998 Guidance also provides that Bonneville will set
rates for the five-year rate period beginning fiscal year 2002 to achieve no lower than an 80% probability of meeting
its federal repayment responsibilities in full over such period, assuming a range of fish and wildlife cost scenarios.
Bonneville employed these criteria in developing the Final 2002 Power Rate Proposal. See “— Power Marketing in
the Period After Fiscal Year 2001.”

Council’s Fish and Wildlife Program. In November 2002, the Council adopted a new Fish and Wildlife
Program (the “2002 Program”). The 2002 Program focuses on an ecosystem approach to rebuilding fish and wildlife
populations in the Columbia River Basin, consistent with the 2000 Biological Opinion. Estimated costs to
Bonneville of the Council’s measures, as then encompassed in amendments to the Council’s 1995 Program, were
included in Bonneville’s assumptions for the 2002 Final Power Rate Proposal. The 2002 Program, like the
Council’s predecessor program, sets forth an “integrated program” budget to Bonneville for both the Council Fish
and Wildlife Program and the off-site mitigation program under the 2000 Biological Opinion. The costs of the
integrated program (Integrated Program Costs) are included in the Direct Costs to Bonneville of its fish and wildlife
obligations.

In response to financial developments over the past two years, Bonneville requested, and the Council has agreed, to
a budget level of $139 million for the expense portion of Bonneville’s Integrated Program Cost obligation under the
Council’s 2002 Program. The Council is evaluating Bonneville’s request that the fiscal year 2002 budget level
remain in effect over the three remaining years of the five-year period beginning October 1, 2001. This level is
approximately the same as was assumed in Bonneville’s 2002 Final Power Rate Proposal.
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Bonneville can provide no assurance as to the scope or cost of future measures to protect fish and wildlife affected
by the Federal System, including measures resulting from current and future listings under the ESA, current and
future biological opinions or amendments thereto, future Council Fish and Wildlife Programs or amendments
thereto, or litigation relating to the foregoing.

Power Marketing in the Period After Fiscal Year 2001

General. Under a power marketing approach (the “Subscription Strategy”) begun in 1997, Bonneville
proposed to subscribe access to Federal System electric power under long-term contracts to its Regional customers
for the period after October 1, 2001, which is the date after which virtually all of Bonneville’s prior Regional power
sales contracts and all of Bonneville’s Residential Exchange Program Contracts expired. Under the Subscription
Strategy, Bonneville entered into long-term Subscription contracts through which it has contracted to sell all of its
available firm power to Regional customers for various terms.

Preference Customer Loads. Under the Subscription Strategy, Bonneville entered into long-term power
sales contracts directly or indirectly to provide power to meet loads of about 135 Preference Customers, including
the District. With the exception of eight contracts, which have terms of five years, such agreements have terms of
ten years.

Under the Subscription Strategy, Bonneville sells Preference Customers three basic power products, which are not
exclusive of each other: (i) Block Sales under which Bonneville provides ten-year fixed blocks of power at agreed
times on a take or pay basis, (ii) Slice of the System, a form of requirements service in which Bonneville sells a
proportion of Federal System output (including both firm power and what would otherwise be seasonal surplus
energy) in return for a promise of the customer to pay a correlative proportion of the costs of the Federal System,
and (iii) Partial and Full Requirements Products under which Bonneville provides partial or full requirements service
for all or a portion of a customer’s loads. Full requirements customers accept constraints on their ability to shape
their purchases from Bonneville for any reason other than following variations in consumer load. Partial
requirements service is made available to Preference Customers who request firm power load requirements service
but who also want some flexibility to shape their purchases from Bonneville to optimize their own resource
operations.

Under the foregoing agreements Bonneville is obligated to provide roughly 6300-6400 average megawatts to meet
Preference Customer loads, on average, over the remaining term of the five-year rate period beginning
October 1, 2001. Of this amount, about 1600 average megawatts is sold as Slice of the System, about 1900 average
megawatts is in the form of Block Sales and the remainder is in the form of Requirements Products. The actual
amount of power sold by Bonneville under the Slice of the System contracts varies from year to year depending on
actual generation. The 1600 average megawatts figure reflects the firm power component of the Slice of the System.
Slice of the System customers also receive what otherwise would be seasonal surplus energy in amounts that depend
on precipitation in the Columbia River drainage. A Regional IOU has challenged Bonneville’s statutory authority to
enter into Slice of the System contracts. See “BONNEVILLE LITIGATION — Pacific Northwest Generating
Cooperative v. Bonneville Power Administration.”

The exact amount of Bonneville’s obligation to Preference Customers is somewhat uncertain and depends on
conservation activities, actual demand (which can fluctuate with weather and Regional economic activity), load
reduction arrangements and other factors. For example, Bonneville entered into certain agreements with Preference
Customers to reduce loads placed on Bonneville in fiscal years 2002 and 2003.

The Slice of the System contracts require that customers make monthly payments based on expected costs of
operating the Federal System, which payments are subject to retroactive annual adjustment to reflect actual costs.
The Slice customers have the right to an outside audit of such annual “true up” adjustments. Certain Slice customers
requested such an audit of the fiscal year 2002 “true up” adjustment, and retained an accounting firm that is now
completing the audit and preparing a final report. Under the Slice contracts, Bonneville and the Slice customers will
have 60 days to resolve any outstanding issues after the final report is concluded. In a related action, in the spring of
2003, several Slice customers filed “placeholder” litigation requesting review of Bonneville’s accounting with
regard to the Slice of the System product charges for fiscal year 2002. See “BONNEVILLE LITIGATION — Benton
County PUD, et al. v. Bonneville Power Administration.”
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Residential Exchange Program Obligations. As part of the Subscription Strategy, Bonneville and the six
Regional 10Us participating in the Residential Exchange Program entered into six separate ten-year contracts
(“Residential Exchange Settlement Agreements”) that settle Bonneville’s statutory Residential Exchange Program
obligations during such periods. For the five years beginning October 1, 2001, Bonneville originally contracted to
satisfy this obligation through direct sales of 1000 average megawatts of firm power to the Regional IOUs at
Bonneville’s Residential Load Rate (“RL Rate”). The RL Rate is proposed to be at a level similar to Bonneville’s
lowest available requirements service rate, the PF Rate. In addition, Bonneville originally agreed to provide
Regional IOUs with cash payments for the Exchange Value of 900 average megawatts of firm power. In general, the
Exchange Value is based on the difference between a forecast of the market price of power set in Bonneville’s rate
case and the RL Rate. All power sales and payments by Bonneville under the Residential Exchange Settlement
Agreements, as amended, are provided for the benefit of the Regional IOUs’ residential and small farm loads in the
Region. Bonneville expects that its aggregate payments to Regional IOUs for Exchange Value will amount to about
$148 million per year on average over the five-year rate period. In fiscal year 2002, this amount was $144 million.

Through subsequent contract amendments with two Regional IOUs, Bonneville obtained an aggregate reduction of
about 620 average megawatts in the amount of firm power sales Bonneville was to provide throughout the five-year
rate period. To obtain these load reductions, Bonneville agreed to pay the two Regional IOUs about $240 million per
year in aggregate. The two Regional IOUs also agreed to provide Bonneville with a discount to the foregoing
payments if there is a settlement of certain litigation filed by Preference Customers challenging Bonneville’s
authority to enter into the Residential Exchange Settlement Agreements. See “BONNEVILLE LITIGATION —
Residential Exchange Settlement Litigation.” These payments, whether discounted or not, are recovered under the
LB-CRAC in the 2002 Final Power Rate Proposal.

In addition, through the exercise by three other Regional IOUs of conversion rights in their Residential Exchange
Settlement Agreements, Bonneville subsequently obtained about 125 average megawatts in additional load
reductions throughout the five-year rate period. Under these conversions, Bonneville’s power sales obligations
converted into obligations to provide cash payments of about $10 million per year in aggregate throughout the
five-year rate period. As a consequence of the foregoing actions, Bonneville’s Subscription power sales obligation to
Regional IOUs is now limited to a single power sales agreement with one Regional IOU. The amount of power
Bonneville provided under this agreement was about 225 average megawatts in fiscal year 2002, and it increases to
about 260 average megawatts in fiscal year 2006.

The foregoing payments to and by Bonneville under the Residential Exchange Settlement Agreements are or could
be affected by the application of at least one of the three intra-rate period rate level adjustments included in the 2002
Final Power Rate Proposal. For example, the Subscription power sale by Bonneville and the three converted power
sales are served under the RL Rate and are therefore subject to the LB-CRAC, FB-CRAC and SN-CRAC. Under
certain contract provisions, the payments by Bonneville under the load reduction amendments are to be reduced in
the event Bonneville employs a rate level adjustment under the SN-CRAC. In addition, since the Exchange Value is
subject to certain changes by reference to the RL Rate, Bonneville’s payments for the Exchange Value may be
reduced if the RL Rate level is increased due to the triggering of the SN-CRAC.

For the five-year period after fiscal year 2006, Bonneville expects to meet its Residential Exchange settlement
obligations in full through the actual provision of about 2200 average megawatts of electric power to the Regional
I0Us. Nonetheless, Bonneville negotiated default provisions for the payment of monetary benefits in lieu of power
to the extent that Bonneville becomes unable to provide the full 2200 average megawatts of power in such period.
Bonneville must decide by October 1, 2005 how much power it will provide to the Regional IOUs under the
Residential Exchange Settlement Agreements after fiscal year 2006.

DSI Loads. Historically, Bonneville sold substantial amounts of Federal System electric power to DSIs
that smelt or fabricate aluminum. In 1981, as directed by the then recently enacted Northwest Power Act, Bonneville
entered into 20-year power sales contracts with eligible DSIs. Under the 1981 contracts Bonneville was obligated to
sell the aluminum company DSIs up to roughly 3200 average megawatts of power in aggregate. Under certain 1996
replacement agreements, the DSI loads Bonneville was obligated by contract to serve was reduced to roughly
1800 average megawatts through fiscal year 2001.
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The United States Court of Appeals for the Ninth Circuit (“Ninth Circuit Court”) has held that Bonneville no longer
has a statutory obligation to sell any power to meet DSI loads. Nonetheless, as part of Bonneville’s power marketing
program for the post-fiscal year 2001 period, Bonneville entered into five-year take-or-pay power sales contracts
with a number of aluminum company DSIs under which agreements such DSIs agreed to purchase approximately
1500 average megawatts. Under these DSI power sales contracts, as amended, the DSIs may curtail purchases but
retain the take-or-pay requirements. If a DSI gives Bonneville advance notice that the DSI is unable or unwilling to
take its power obligation to operate its facilities, Bonneville remarkets the power and applies the proceeds to offset
the related DSI’s payment obligation to Bonneville. In the event that re-marketing proceeds are less than the
amounts owed Bonneville under the DSI contract, the DSI remains obligated to pay Bonneville the differential. In
the event that re-marketing proceeds exceed the amounts due to Bonneville by the DSI, Bonneville retains the
excess proceeds as well.

Bonneville is currently selling almost no power to DSIs, either because Bonneville agreed to buy back some of its
sales obligations and/or to suspend some of the DSI purchase obligations, or because the DSI has curtailed its
operations. In addition, two of the aluminum company DSIs have filed for bankruptcy protection. See
“BONNEVILLE LITIGATION — Kaiser Aluminum Bankruptcy” and “BONNEVILLE LITIGATION —
Longview Aluminum Bankruptcy.”

In view of continued low prices for aluminum relative to the costs of production, and in particular the price of
electric power under the DSI contracts, it is possible that other aluminum company DSIs may seek protection under
the bankruptcy laws and reject their power contracts with Bonneville. Alternatively, such DSIs may fail to perform
their take-or-pay purchase obligations entitling Bonneville to claims for breach of contract. In the event that
Bonneville’s sales prices under such contracts are higher than market prices it is possible that Bonneville would be
left with unsecured claims for accrued accounts receivable and, roughly, the amount of power contracted to be sold
times the positive difference between the contract prices minus applicable market prices. Under Bonneville’s current
forecasts of aluminum prices, Bonneville does not expect that aluminum company DSIs have an economic incentive
to perform their purchase obligations in any material amount through the term of the contracts. While these possible
future events could expose Bonneville to lost mark-to-market value (depending on volatile power prices) and certain
other costs, Bonneville’s expectation is that aluminum company DSI loads will remain at very low levels through
fiscal year 2006. If contracted loads, especially those of DSIs, drop from current contract levels (after taking into
account load reduction agreements), Bonneville could have a firm energy surplus in fiscal years 2004-2006.

Subscription Strategy Contracts Opt-Out Provisions. While Bonneville and its customers have entered into
the foregoing Subscription contracts, the ultimate amount of electric power load Bonneville is and will become
obligated to meet under such contracts during the next five to ten years remains somewhat uncertain because the
Subscription contracts have provisions allowing customers to terminate such contracts if either FERC or the Ninth
Circuit Court, which reviews FERC actions on Bonneville’s rates, subsequently remands Bonneville’s proposed
base power rates because they under-recover Bonneville’s costs and Bonneville publishes a record of decision that
adopts higher rates for such period. The customers may not opt out of their contracts solely on the basis that
Bonneville has included the cost recovery adjustment clauses in the rate proposal or that the cost recovery
adjustment clauses are employed to increase rate levels. The customers who do not opt out after review of the final
rate proposal would be committed to purchase as provided in their Subscription contracts. Bonneville awaits a final
order from FERC approving the 2002 Final Power Rate Proposal.

Risk Management. Bonneville believes that its ability to recover power costs is and will be a function of
several key risks: (i) the level and volatility of market prices for electric power in western North America, which
define the cost of power Bonneville purchases to meet commitments that exceed Federal System resources and the
revenues Bonneville receives from discretionary sales of energy; (ii) the level of Bonneville’s load serving
obligation after voluntary load reductions and negotiated power buy-backs; (iii) water conditions in the Columbia
River drainage, which determine the amount of power Bonneville has to sell and its economic value and the amount
of power it has to purchase in order to meet its commitments; (iv) changes in fish protection requirements, which
could be the source of substantial additional expense to Bonneville and could further affect the amount and value of
hydroelectric energy produced by the Federal System; and (v) operating costs, generally.

Subscription Power Rate Proposal. On June 29, 2001, Bonneville filed its 2002 Final Power Rate Proposal
with FERC, proposing power rates for the five years beginning October 1, 2001. On September 28, 2001 FERC
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granted interim approval of such rates pending final review. Bonneville awaits a final order by FERC approving the
proposal. The rate proposal includes proposed base rates applicable to the varying types of Subscription agreements
and certain intra-rate period adjustments that will increase or decrease power rate levels depending on certain
conditions. The base rate levels proposed by Bonneville are between approximately 1.9 cents per kilowatt hour and
2.30 cents per kilowatt hour, excluding transmission and depending on type of service. The base rates are at levels
similar to those in effect for like service in the immediately preceding rate period. The rate proposal also includes
three intra-rate period adjustment mechanisms under which Bonneville can increase, and in some instances decrease,
power rate levels: a Load Based Cost Recovery Adjustment Clause (LB-CRAC), a Financial Based Cost Recovery
Adjustment Clause (FB-CRAC) and a Safety Net Cost Recovery Adjustment Clause (SN-CRAC). The 2002 Final
Power Rate Proposal is comprised of the initial rate filing with FERC proposing the “base rates” and a subsequent
supplementary rate filing with FERC that amends the initial proposal by proposing the LB-CRAC, FB-CRAC and
SN-CRAC.

The proposed LB-CRAC is designed to recover the net cost of system Augmentation Purchases and certain load
reduction agreements that is over and above the cost of such purchases that Bonneville forecasted in a rate filing
prepared in July 2000. The LB-CRAC is not designed to recover the cost of replacing reductions in the firm power
generating capability included in the baseline estimate of Federal System firm power if any such reductions occur.

The LB-CRAC is based on periodic forecasts of Bonneville’s Subscription augmentation and certain related costs
for consecutive six-month periods during the five-year rate period. The costs recovered under the LB-CRAC are
those identified costs to Bonneville from addressing the increased loads it assumed under its Subscription power
sales agreements, and include the costs of certain power purchases and certain load reduction agreements. Thus, the
LB-CRAC is revised each six-month period during the rate period to reflect updated forecasts of Subscription
Augmentation Purchase and load reduction costs in the next six months. Another adjustment to the amounts
recovered under LB-CRAC reflects actual costs of Subscription augmentation in the prior six-month period to the
extent that the forecast for such augmentation costs differ from actual costs in such period. The LB-CRAC is based
on the cost of certain Subscription Augmentation Purchases and certain load reduction agreements only and is not
subject to any other provision limiting the amount of revenues to be derived by Bonneville thereunder.

The proposed FB-CRAC is designed to restore, on a forecasted basis, Bonneville’s financial reserves to fiscal
year-end reserve levels (“Reserve Targets”) of $300 million in fiscal years 2002 and 2003 and $500 million in each
of fiscal years 2004-2006. A rate level increase under the FB-CRAC is implemented for an entire fiscal year and
occurs during a subject fiscal year only if Bonneville’s financial forecast made in the third quarter of the prior fiscal
year indicates that the accumulated net revenues for the beginning of the subject fiscal year will be below the
accumulated net revenue equivalent of the applicable Reserve Target. A rate increase under the FB-CRAC
continues through the end of the applicable fiscal year.

In fiscal years 2003-2006, the revenues to be derived under an FB-CRAC increase are capped at a maximum of
between $90 million and $115 million per fiscal year, depending on the year.

The proposed SN-CRAC is to be implemented to recover costs on a temporary basis if, at any time during the rate
period, Bonneville were to (i) forecast a 50% probability or greater of missing a scheduled payment to the United
States Treasury or other creditor or (ii) miss a scheduled payment to the United States Treasury or other creditor. A
rate level increase under the SN-CRAC occurs independently of any LB-CRAC or FB-CRAC increase then in
effect. An SN-CRAC adjustment could alter certain parameters of an FB-CRAC adjustment, including the amount
of revenue that can be collected, the duration of rate level adjustments, and the timing of collection of revenues, in
each case under the FB-CRAC. Under the 2002 Final Power Rate Proposal, Bonneville determines the level of the
SN-CRAC in a record of decision after a brief formal rate-setting process.

Sales under Slice of the System contracts (about 1600 average megawatts of firm power plus proportionate amounts
of Federal System power that would otherwise be seasonal surplus energy) are not subject to the SN-CRAC or the
FB-CRAC but are subject to the LB-CRAC. These customers agreed to pay for a fixed portion of Federal System
costs under their contracts and their rates are subject to annual adjustment to recover those costs. About 800 average
megawatts of loads of certain small Preference Customers under requirements contracts are not subject to any of the
three rate level adjustment mechanisms. These Preference Customers received certain contractual rate protections
from Bonneville for making early contract commitments to purchase power from Bonneville on a long-term basis.
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All other Subscription power sales (Block Sales and the sale of Requirements Products) to Preference Customers are
subject to all three rate adjustment mechanisms. The 1500 megawatts of Subscription power sales to DSIs are also
subject to all three rate adjustments, although Bonneville expects that the DSIs are unlikely to meet their aggregate
purchase obligations to a substantial degree. The remaining 300 megawatts of Subscription power sales under the
Residential Exchange Settlement Agreements are subject to the LB-CRAC, FB-CRAC and the SN-CRAC.

For the first six months of the rate period, the LB-CRAC adjustment increased rate levels by 46% of the base rates
for the rate period and, coincidentally, the rates for like service in the preceding rate period. For the second six
months of the rate period, the LB-CRAC was set at about 39% of the base rates, and for the third six-month period
(beginning October 1, 2002), the LB-CRAC was set at about 32% of base rates. Bonneville has notified its
customers that the LB-CRAC for the six months beginning April 1, 2003, will be about 39% of base rates.
Bonneville expects that the LB-CRAC adjustments for the remainder of the rate period will be in roughly the same
range as has been the case to date.

The FB-CRAC was not implemented for fiscal year 2002 rates; however, the FB-CRAC was triggered after the third
quarter fiscal year 2002 year end forecast, thus commencing a one-year rate level increase beginning
October 1, 2002. The FB-CRAC adjustment in effect for fiscal year 2003 is roughly 11% of base rates for those
contracts to which the FB-CRAC applies. Bonneville expects that the FB-CRAC will trigger again for fiscal year
2004, although, under the terms of the FB-CRAC, such a determination will be made some time after the end of the
third quarter of this fiscal year. In connection with its proposal for an SN-CRAC rate level adjustment, Bonneville
expects that it will propose to adjust the financial conditions under which the FB-CRAC would trigger. Such
changes would assure that the conditions for the proposed SN-CRAC rate level adjustment are not met unless the
FB-CRAC conditions have been met.

Taking the cumulative effects of the base rates, the LB-CRAC and the FB-CRAC into account, average Subscription
power rate levels for Block Sales and Requirements Products in each six month period to date were roughly:
1) 2.9-3.3 cents per kilowatt hour in the first six months of the rate period, ii) 2.7-3